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ANNUAL REPORT 2002 


WE ARE A PUBLIC SERVICE 
DEVOTED TO PASSENGERS 
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LETTER TO THE MINISTER OF TRANSPORT 
The Honourable David Collenette, PC., M.P. 


Minister of Transport, Ottawa 


Dear Minister: 
In accordance with the provisions of the Financial 
Administration Act, | am pleased to submit VIA Rail Canada 


Inc.’s annual report for the year ending December 31, 2002. 


‘Leéeu Dee 


JEAN PELLETIER 
Chairman of the Board 


CORPORATE OVERVIEW 


VIA Rail operates Canada’s national passenger rail service on 
behalf of the federal government. An independent Crown 
Corporation established in 1977, our mission is to provide 
Canadians with a safe, efficient and environmentally responsible 
passenger service. We fulfill this mission by delivering quality 
service to our customers; by maximizing revenues and by 
controlling costs; and by building on the market strengths of 
passenger rail — one of the safest, most reliable and environment- 


ally sustainable modes of transportation available. 


DEVOTED TO CANADIAN PASSENGERS 

Our vision is to be the Canadian leader in passenger service 
excellence. Recognized internationally as one of the top railways 
in the world for customer service, we are reshaping passenger 
rail to meet the needs of a modern, growing nation — delivering 
faster seryices, with more trains and carrying more Canadians 


than ever before. 


SERVING CANADIANS COAST TO COAST 

We operate more than 480 trains weekly on 14,000 kilometres of 
track, connecting over 450 Canadian communities. With approx- 
imately 3,000 employees, VIA trains carried almost 4 million 


passengers over close to 950 million miles in 2002. 
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In Western Canada, VIA provides year-round, all-weather inter- 
city transportation including service to remote communities. 
The legendary transcontinental Canadian®, a train running 
thrice-weekly between Toronto and Vancouver, was named 
one of the top five “Great Journeys of the World” by National 
Geographic, and one of the “Best Rail Experiences of the World” 
by the /nternational Railway Traveler. 


In the Quebec City-Windsor corridor, VIA’s trains provide 
intercity passengers with fast, convenient, comfortable and 
affordable service, downtown-to-downtown between Canada’s 
largest business centres. V/A 1™ service offers first-class amenities, 
as well as a roomy, hassle-free environment allowing business 


travellers to work or relax en route. 


In Atlantic Canada, the Ocean™ runs six times a week between 
Montreal and Halifax, offering its friendly Easterly™ service. 
The Chaleur™ makes three trips each week from Montreal 


through the Gaspé Peninsula. 


In rural and remote areas, VIA operates services designated by 


the government to meet regional transportation needs. 


PHP eYEAR AT A GLANCE 


The key financial indicators and operating statistics summarize the performance of the Corporation with 1990 representing the first 


year of the current passenger rail network. 


Bee 2001 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 


Key FINANCIAL INDICATORS 
(in millions of dollars) 


Total revenue | 2703, 253.8 240.7 220.6 200.2 190.5 1845 175.0 1764 1642 155.8 150.1 1428 

* Cash operating expenses 419.9 412.4 4047 389.1 382.6 386.5 389.8 397.3 438.5 485.2 487.1 478.1 4933 

Capital Expenditures pee 1467 459 109 183 164 207 396 253 4108 447 40 315 
Government funding: 

Operating 149.4 1588 1644 168.5 1784 . 196.0 205.3 222.3 262.1 321.0 331.3 328.0 350.3 

Reorganization charges Meee 5 59 aD mot eel) et) S088 153 Ze 4 1 

Total operating funding 153.7 163.3 170.3 170.0 1784 2123 2245 255.8 292.9 3363 3442 3527 4100 

Capital meee, 1517 459 oa UN CE 207 09.6 ie 8 A PO eae 

** Total Government funding 257.1 315.0 216.2 170.0 178.4 228.7 245.2 295.4 31823481 388.9) 392.8 441.5 


*** Key OPERATING STATISTICS 


* Revenue/Cash operating 


expenses ratio (%) eee 61.5) 9595 | 567 523.5493. “ATS 44079 402 53318. CT OR" 


Total passengers carried 


(in thousands) peas 3,865 3,795 3,569 3,618 3,719 3,557 3,465 3,412 3;402 3/400. 3491 3,458 


Total passenger-miles 
(in millions) 948 921 904 885 850 873 865 827 794 781 ID 788 768 


Government operating 
funding per passenger-mile 
(in cents) re 72) 182 10 20 225 = 23.77 26.9). 33.0 9A eo a6 eG 


Train-miles operated 


(in thousands) 6770) 6,665 6,621 6,448 6,325 6,482 6,472 6,219 6,524 6,515 6,483 6,270 6,386 


Car-miles operated 
(in thousands) 48,262 46,102 45,121 43,168 42,068 41,242 40,491 37,492 36,351 35,861 35,993 35,934 35,768 


Average passenger load factor (%) 5 57 56 56 3D) 5 58 59 JA 56 59 56 55 


Average number of 


passenger-miles 
per train-mile 140 138 157 137 134 185 134 133 12220 119 126 120 


On-time performance (%) 84 85 83 84 81 84 84 86 87 90 90 90 88 


Number of employees 


3,054 3,013 2,958 2,909 2,952 2,969 3,000 3,178 3,718 4131 4,478 4,402 4,525 


at year-end 


* Cash operating expenses exclude amortization of capital assets, reorganization charges, pension and employee future benefits. 
i : illion 1 3 illion i and | a Capite ing contribution to the Asset 
** Excludes internal funding from the Asset Renewal Fund of $16.5 million in 1999 and $33.6 million in 1998 and includes a capital funding contribution t 


Renewal Fund of $5 million in 2001 and 2002. 


*** Key operating statistics are unaudited. 
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ESSAGE FROM THE HAIRMAN 


“VIA is responding effectively to the changing needs of Canadians, 


» 


and if called upon can do much more. 


Under proper operating conditions, and if called 


upon to do so, VIA is ready, willing and able to 


do more.” 


VIA RAIL CANADA 


Twenty-five years ago the federal government created VIA Rail Canada to consolidate 
the various passenger services operated by the Canadian National and Canadian 
Pacific railways into Canada’s first dedicated, national, public passenger rail network. 
In the last decade, especially, VIA has managed this network with close attention 
to the bottom line — ensuring the best possible return on public investment in 
passenger rail, while responding effectively to the needs of Canadians across 


the country. 


Today, it is fair to say that VIA Rail has succeeded: passenger rail is operating reliably 
and efficiently, delivering good value to Canadians coast to coast. The fundamentals 
of good business management are well established, with rigorous financial controls 
reducing costs almost every year since 1990. A commitment to providing low-cost, 
high-quality service has increased annual revenues by 90% since 1990, with extra- 


ordinary improvements in the cost recovery ratio — which has jumped more than 


123%, reaching 64.5% in 2002. 


At the same time, VIA is in better shape than ever before. Since 2000, VIA has been 
implementing the federal government’s $402 million capital investment program, 
purchasing new locomotives, expanding the passenger car fleet by one third and 


modernizing the network of passenger stations and facilities. 


In the process, VIA has earned an international reputation as one of the best run 
passenger railways in the world. Results in 2002 confirm that VIA has successfully 
transformed the business of passenger rail, becoming one of the best managed 


passenger transportation companies of any kind in Canada. 


VIA strengthened its commitment to good management in 2002 with a compre- 
hensive review of management practices throughout the Corporation. A number of 
initiatives, described more fully in this annual report, will ensure that Board 
members — who provide oversight and guidance to VIA on behalf of Canadians — can 
continue to do their job responsibly and effectively. VIA owes its Directors, and 


especially the Board Committee Chairs, a debt of gratitude for their engaged interest 


and dedication. 


This oversight and guidance will be especially important as VIA examines ways to 
respond to the growing demand for passenger rail services in Canada. A steady rise in 
demand reflects the fact that for many Canadians, passenger rail represents a natural 
fit with the transportation needs of Canada in the 21st century. As highways and 
airports become more and more congested, the limitations of a transportation system 
that relies too heavily on road and air are becoming more evident. Building more 
highways and bigger airports appears to be a less viable option, with diminishing 


benefits and rising social costs. 


A 


JEAN PELLETIER 


Fe A 
Chairman of the Board 


The advantages of rail, which can move large numbers of people efficiently, and can 
provide a reliable core network with convenient intermodal connections to other 


services such as commuter, bus and air transportation, are becoming more apparent. 


In the Quebec City-Windsor corridor, especially, Canadians are increasingly 
concerned about the stress and inefficiencies of travelling on congested highways, the 
impact of road and airport expansion on local communities, and the related smog, 
noise and pollution. Many recognize passenger rail as an attractive alternative — a 
better way to manage the demands of modern travel, without the inconvenience and 
delays fast becoming synonymous with other modes. As VIA“ ridership and revenue 
growth shows, Canadians are discovering that passenger rail is a reliable, consistent 


and high-quality service that gets them to their destination, in safety and comfort. 


Passenger rail is uniquely well-qualified to deliver the kind of transportation 
Canadians need. VIA Rail is already providing that kind of transportation, with a 
solid track record of good management and performance. Under proper operating 
conditions, and if called upon to do so, VIA is ready, willing and able to do more — to 
meet the growing demand for appropriate, sustainable and affordable travel options 


that Canadians need today, and for the future. 


VIA RAIL CANADA 


PROM THE kk REST DENTE 


ESSAGE 


AND CHIEF EXECUTIVE OFFICER 


“Strong demand, sound management and creative thinking have 


delivered another outstanding year for passenger rail. 


VIA RAIL CANADA 


Everyone at VIA Rail believes passionately in the potential of passenger rail. There is 
a real need in the market for a high-quality, low-cost passenger rail service. We are 
confident that we can meet that need. And for well over a decade, that confidence 


has been justified by results. 


Every year we have worked hard to control costs, to improve our service, and to 
find new and creative ways to respond to the demands of our customers. And each 
year we have achieved consistent, often impressive improvements in revenue growth, 


cost recovery and gains in the marketplace. 


We continued that success in 2002, once again surpassing previous records and 
completing another outstanding year. We met or exceeded almost all performance 
objectives, earning more revenue and carrying more passengers than in any of the past 


twelve years. 


And at a time when tourism and travel markets continued to struggle through the 
aftermath of September 2001, we achieved significant growth in key markets — with 
a 10% increase in overall ridership in the Quebec City-Windsor corridor, and even 
stronger growth in our V/A 1 premium class service. Our tourism products in 


Western and Eastern Canada likewise performed well in 2002. 


At the same time, we reached a number of critical milestones in our capital 
investment program, ensuring a quick and substantial return on that investment. We 
successfully introduced our new Renaissance passenger cars into service in Central 
Canada. We completed major upgrades to our rail infrastructure between Montreal 
and Ottawa, so that trains along this route can operate at higher speeds. We 
completed major renovations at key stations across the country, offering more 
convenient, comfortable facilities for those who board our trains. We built and 
opened a brand new station in the west end of Ottawa, making rail travel more 


accessible while reducing the overall trip time for residents in that region travelling 
to Toronto. 


We also laid the foundations for providing more seamless intermodal connections 
to our customers — creating an intermodal station in Halifax, linking our passenger 
service with the regional bus services of Acadian Lines, and signing a new national 


interline agreement with Greyhound Lines of Canada. 


We knew at the start of 2002 that the year would be a demanding one. And once 
again, the VIA Rail team delivered — completing major, time-consuming projects 
without compromising VIA’s high standards for customer service. In fact, an inter- 
national survey by SNCF, the French national passenger railway, showed that when 


it comes to customer service, VIA Rail is now recognized as one of the best passenger 


rail services in the world. 


à 


Marc LEFRANÇOIS 


ah (nye : _ 
President and Chief Executive Officer 


This kind of performance is only possible because of the exceptional people who 


work at VIA Rail. It is their skill, dedication, flexibility and creativity that get the job 


done. I am proud to be part of such an extraordinary team. 


Everyone on that team shares my belief that we have only begun to tap the potential 
of passenger rail as a modern, efficient service, uniquely suited to the needs of 
Canadians travelling today. Throughout the year, our faith and our efforts to build on 


this potential were continually supported and encouraged by VIA’ Board of Directors. 


Passenger rail continues to be a valuable, indeed vital, service in Canada. I believe 
that there is room to improve and expand passenger rail even further, delivering 
faster, more frequent service to Canadians with a modern rail network that will 


become the cornerstone of the modern, efficient transportation system Canada needs 


for the future. 


And I am confident that — whatever role VIA is called upon to fulfill in the future — we 
will continue to deliver the kind of results that have earned VIA its place as one of 


the best run, best managed transportation companies in the world. 


VIA RAIL CANADA 


2002 IN REVIEW: PERFORMANCE Tenure rsns 


; : ; , A 2 2 4 14 oy Y Uf 4 nC 
“Solid gains in 2002 complete more than a decade of continuous improvement 1n passenge rail. With cost 
recovery up more than 123% over 12 years, VIA operates effectively within the funding levels established 
by the federal government, while delivering better service to more Canadians than ever before. 


VIA’ financial and operating performance improved significantly in 2002, as it 
has done every year since 1990. Ridership and revenues continued to grow, while 
operating funding requirements dropped faster than expected, allowing much needed 


funds to be directed to VIA’s capital investment program. On almost every key 


indicator, VIA once again met or exceeded performance targets for 2002. 


CREL COUNLETS AL { nion Station 


nto (from left to right: Counter Sales 


ts SHANE MOLDAVER and JiM Durry). 


INCREASED RIDERSHIP 

Despite the major slowdown in travel markets that began early in 2001 and increased 
following the September 11 terrorist attacks, VIA increased ridership, with the most 
significant gains in markets traditionally dominated by air and road travel. Overall, 
VIA carried almost 4 million passengers — 116,000 more than in 2001, and more than 


half a million more than in 1990. Passenger-miles reached 948 million — 27 million 


more than in 2001. Demand was especially strong for first-class business travel in the 
Quebec City-Windsor corridor. 


INCREASED REVENUE 


With more customers, and an improving yield per customer, total revenues increased 
: by $17 million to reach $270.8 million in 2002. This follows on significant and 
Silver & Blue™ class offers consistent revenue gains over the past decade. Total revenues are now more than 42% 


higher than in 1997, and almost 90% higher than in 1990. 


LoweErR FUNDING REQUIREMENTS 

Although higher passenger-miles incur higher total operating costs, VIAS operating 
funding requirements dropped another $9 million in 2002. VIAS total operating 
funding requirement has now been reduced by 28% over the past five years, and 


is now 63% lower than in 1990. 


6 VIA RAIL CANADA | 


A 
Mario LEFEBVRE, Mechanic, Montreal Main 
tenance Centre inspects a wheel ASSE mbl) 


HiGHErR Cost RECOVERY 

The cost recovery ratio climbed again in 2002, reaching 64.5% for the entire 
passenger rail network, including regional and remote services and corporate expenses. 
Trains serving cities between Quebec City and Toronto recovered an even higher 
proportion — 92% — of direct and shared (excluding corporate) costs. In Western 
Canada, and between Toronto and Windsor, cost recovery was 64%. In Eastern 
Canada, cost recovery was 48%. Cost recovery for VIA’s regional and remote services 
was 26%. 


System-wide, the cost recovery ratio is now at an historic high, having increased 
by 31% over the last five years, and by more than 123% since 1990. Funding pet 
passenger-mile has similarly improved, falling from 45.6 cents per mile in 1990 


down to 15.8 cents in 2002. 


Cost Recovery: REVENUE TO Cost Ratio 
70 
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SAFETY 

While passenger rail is already one of the safest modes of transportation available to 
Canadians, improved safety continues to be a priority for VIA Rail. There were 45% 
fewer incidents affecting passenger safety and security in 2002 than in 2001, while 


employee lost-time injuries dropped 22%. 


ON-TIME PERFORMANCE 

On-time performance is one of the single most important factors influencing our 
customers decision to take the train. At 84% system-wide, based on a 15-minute 
tolerance, on-time performance in 2002 was roughly in line with results achieved in 
previous years. While significant improvements are extremely difficult as long as 
passenger trains continue to run alongside freight trains on tracks owned and operated 
by the freight railways, VIA makes every effort to eliminate the causes of delays which 


are within the Corporation’s control. 


CUSTOMER SATISFACTION 

VIA regularly monitors customer satisfaction ratings as the primary indicator of 
service quality. In 2002, 37% of customers surveyed said that VIA’s service exceeded 
their expectations, up significantly from 2001. Less than 5% said they were 


unsatisfied with VIA’s service, while more than 95% said that service met or exceeded 


their expectations. 


CORPORATE MANAGEMENT 


VIA is taking steps to maintain clear accountability for the future economic and environmental 
sustainability of the national passenger rail service.” 


A 
| Hew P42 Genesis type locomotive top 11 
west-end Ottawa. 

> 

VIA Rail Canadas Board of Directors 
Standing (left to right): Wenpy Kerr 
Donatp PETTIT, GREG BLACK, ANTHONY: 
FRIEND, JAMES J. SMITH, JEAN-Louis HAMEI 
ROBERT MATTEAL MARLENE McGravy 

JACQUELINE Bouter. Sitting (left to right 

ItMotHY Reip, BARBARA KANE, JEAN 
PELLETIER, Marc LEFRANCOIS, YVON LEBLANC 

\LAN CHAPPLI 


Over the past decade VIA has focused on improving the way passenger rail services 
are managed and delivered in Canada, by eliminating unnecessary costs, maximizing 
revenues, and by identifying and responding to the needs of the marketplace. 
Performance in 2002 confirms that passenger rail is now not only a relevant, 
economically viable service, but a service that Canadians are demanding in increasing 
numbers. The renaissance of passenger rail is no longer a vision for the future, but 


an established fact in Canadian transportation. 


In 2002, VIA's Board of Directors and management addressed the need to look 
beyond the immediate future, by enhancing the effectiveness of the Board in 
setting longer-term policy directions for passenger rail, and by ensuring that the 


appropriate accountability structures are in place to guide the continuing renaissance 


of passenger rail. 


CORPORATE GOVERNANCE 

The Board of Directors plays a critical governance role in providing oversight and 
direction for the management of VIA Rail, and in ensuring that the long-term strategic 
policy of the Corporation reflects the best interests of the shareholder. In the case 
of a Crown Corporation, where the shareholder is the Government of Canada 


and — ultimately — the people of Canada, this role is especially important. 


In 2001, VIA participated in a review of corporate governance practices in Canada, 
sponsored by the Toronto Stock Exchange, which resulted in a set of guidelines for 
corporate Boards. In 2002, VIA asked the Public Policy Forum, an independent 
organization with proven expertise in governance issues, to review and evaluate the 
governance culture, structure and practices of VIA’s Board of Directors. The objective 
was to assess VIA’s compliance with guidelines established by both the federal 


Treasury Board and the Toronto Stock Exchange, as well as to identify ways to 


improve corporate governance. 
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The review concluded that VIA’s Board is functioning well, and gave it high ratings 
for its effectiveness, noting recent improvements in the Board’s structure and rigour 
in its decision-making process. As well, Directors are seen to represent a diversity of 


regional interests and other backgrounds that have served the Corporation well. 


fo} 


The Public Policy Forum also found that the relationship between management and the 
Board is strong, with ample evidence of mutual respect and trust, a situation that is 


due in part to the Directors’ focus on policy rather than operational issues. 


Shareholder relations have also become increasingly professional and efficient. The 
shareholder, represented by the Minister of Transport and public servants, were 
found to be generally pleased with how VIA is working. In addition, senior managers 
are receptive to receiving constructive advice from the Board on issues such as 


appointments and performance evaluations. 


In conclusion, the Public Policy Forum offered a number of recommendations to 
further enhance the effectiveness of the Corporation. VIA is making the necessary 


adjustments to ensure it continues to be a model of effective corporate governance. 


MANAGEMENT AND ACCOUNTABILITY 
The Auditor General of Canada conducts a special examination of VIA Rail every 
five years, focusing on the effectiveness and efficiency of VIA’s management and 


operations. A special examination was completed in 2002, and the report of the 


Auditor General will be issued in 2003. 


VIA continued to refine its management and accountability framework for reporting 


to government and to Canadians on the way passenger rail services are operated and 
improved. A key objective is to support VIA’s commitment to the long-term sustain- 


ability of passenger rail, both economically and environmentally. 


A 


VIA trains provide an all-weather spine of 


SETVICES from coast to coast 


> 
VIAS employees work together to provide 

quality customer experience Standing left to 
right): SYIVAIN LEONARD, DANNY LACASSE, 
JOHN FartNaccti, Louis-PHrLippe BEAUCHAMP, 
AL MARÉCHAL, Gites CÔTÉ. Sitting (left to 
right): Rickey KULAC, AMELIE COUTURE, 
ANDRE ALARIE, BRIGITTE JACKSON, ANDRI 


MARTEL, JUAN BATISTA. 


The new cross-functional management structure, implemented in 2001, continued 
to prove an effective way to encourage innovation throughout the organization, 
while ensuring that all members of the VIA team are clearly focused on the big 
picture — the results required to continuously improve the efficiency and quality of 
passenger rail services. In 2002, VIA improved this focus on results further with an 


accountability framework for establishing, measuring and reporting performance. 


For example, with respect to environmental issues, the framework identifies manage- 
ments responsibility to consider environmental impacts in the operation of passenger 
rail, and to take appropriate action to minimize these impacts. The framework then 
identifies measurable performance indicators, such as greenhouse gas emissions from 
train locomotives, to be used in accounting for the way in which management fulfills 
this responsibility. These performance indicators are then linked to specific initiatives 


VIA is undertaking to generate clearly defined results. 


VIA’s current corporate plan identifies six key goals under the management and 


accountability framework. These are: 
> Safety: To ensure a safe and secure work and operating environment; 


> People: To create an environment promoting a passionate commitment 


to the success of passenger rail; 
> Growth: To be the first choice of travellers in all markets that VIA serves; 
>» Service: To consistently provide customers with excellent travel experiences; 


> Environment: To meet the needs of customers in an environmentally sustainable 
and responsible manner; and 
>» Entrepreneurship: To move towards self-sufficiency by reducing government 


funding and applying savings to new capital investment. 


VIA RAIL CANADA 


EQUIPMENT AND 


NFRASTRUCTURE 


, move forward quickly with its capital investment 
results are already benefiting travellers across Canada.” 


VIAS capital investment program continued to deliver substantial improvements. 
Approved in 2000 with $402 million in funding from the federal government, this 
investment is helping to stabilize and modernize the passenger rail network. It is 
providing new equipment, better tracks and infrastructure, better station facilities, as 


well as improved safety and environmental practices, ensuring that a low-cost, 


high-quality service can continue linking communities across the country. 


PASSENGER CARS AND LOCOMOTIVES 

Assembly of the first Renaissance passenger cars, purchased in 2000, has been 
completed. The new, state-of-the-art equipment was introduced on the Enterprise™ 
overnight service between Montreal and Toronto in the spring, and on day service 


between Quebec City, Montreal and Ottawa in the fall of 2002. 


VIA also took the new equipment on a six-city Corridor tour, giving some 25,000 
people the chance to learn about the features of the equipment first hand. Response 
to the new cars has been very positive. Customers report that they are especially 


pleased with the large windows, the comfort, the quiet operation and the smooth 


ride it provides. 


The Renaissance cars will start service on the Ocean between Montreal and Halifax 
in summer 2003, with more cars added for service in the Corridor over the year. 
More than 100 cars were purchased; when they are all ready for service, they will 


expand VIA’s total passenger fleet by one third. 


A 


VIA’ new Renaissance cars feature fully acces 


sible suites for special-needs passengers 


A 


Major projects completed in 2002 included 


Halifaxs historic station. 
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VIA officially opened its new station in 
Fallowfield (Barrhaven) in November From 


left to right: RoGER BOURQUE, /n-charge 
Davip PRATT, MP. (Ottawa-Carleton); JEAN 
PELLETIER, Chairman of the Board; HoN 
Davip CoLLeNETTE, Minister of Transport; 
Bop Curareiit, Mayor of Otiawa; Jovi 
CAVANAUGH and Larry ROCHON, Counte 


} 
Sales . Igents 


In addition, 21 new Genesis locomotives purchased from GE in 2001 are now in 
service. Along with the new passenger cars, this recently acquired equipment will 
allow VIA to provide a better level of service to Canadians in all parts of the country, 


with improved reliability, better fleet management and reduced operating costs. 


In the Corridor, VIA completed the interior refurbishment of cars used for VIA / 


service, helping to meet the strong and growing demand for this service. 


Also in 2002, the Treasury Board approved the acquisition of five specialized passenger 


cars from B.C. Rail for use in Western Canada. 


Soon, services in regional and remote areas of the country will benefit from five newly 
refurbished self-propelled Rail Diesel Cars. These cars have been completely over- 


hauled, which will result in a dramatic increase in reliability and on-time performance. 


PASSENGER STATIONS 

VIA continued to upgrade and modernize key passenger stations across the country. 
Major projects completed in 2002 include extensive renovations — such as new 
roofs, expanded waiting rooms, better lighting and improved ticketing and baggage 
handling facilities — in Prince George, Thomson, Kingston, Kitchener, Brantford, 
Moncton, Campbellton and Halifax. The four-year redevelopment of Union Station 


in Toronto, which started in 1999, will be completed in 2003. 


VIA also opened a new suburban station in Ottawa. The Fallowfield (Barrhaven) 
station provides residents in Ottawa's west end and surrounding communities with a 


convenient alternative to the downtown station. All Ottawa-Toronto trains now stop 


at the new station. 
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INFRASTRUCTURE 
VIA completed a major upgrade of the Alexandria subdivision, the track running 


between Montreal and Ottawa, through Céteau, Casselman and Alexandria. The 
$28 million project included better tracks, a new Centralized Traffic Control System, 
crossing barriers and signals, as well as fencing to ensure safe train operations at higher 
speeds. As a result of these improvements, VIA is now able to offer faster service 
between Montreal and Ottawa, trimming up to 25 minutes off the schedule, for a 


new best-trip time of one hour and 35 minutes. 


VIA’s UPGRADED ALEXANDRIA SUBDIVISION 
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A plan to add a new freight train siding extension at Céteau was postponed, pending 


further evaluation of the long-term benefits of this project. 


Canadian National completed a new $4 million line extension to take freight trains 
into the Montreal Taschereau Yard. This work was done on VIA’s behalf, and will elimi- 
nate many conflicts between passenger and freight rail operations leading into Montreal. 


As a result, on-time performance for passenger trains should improve significantly. 


In London, Canadian National completed a $1.2 million project on VIA’s behalf to 
improve switching systems. With the old switches, passenger trains could enter 
London station from only one direction at a time. New power switches allow trains 
from opposite directions to enter the station simultaneously, giving VIA greater 


scheduling flexibility and improving on-time performance. 


A project to stabilize the track in the Brockville subdivision was also completed 

in 2002. Deterioration of the track in recent years had required VIA trains to operate 

at slower speeds, adding up to 20 minutes to trip times. The project has allowed VIA 
£ P pro) 


to return to normal operations, safely Operating passenger trains at higher speeds. 


MARKETING 


“Key initiatives in 2002 focused on enhancing the relationship between VIA Rail 
and tts customers, and improving the way passengers access rail services.” 


A number of marketing initiatives in 2002 involved both traditional channels, such 
as telephone sales, as well as Internet booking and reservation systems that VIA 
pioneered in the mid-90s. In addition, VIA continued to improve access to rail 
services through greater integration with other transportation operators, as part of a 


long-term commitment to create more convenient intermodal links for travellers. 


UPGRADING TELEPHONE SALES OPERATIONS 
VIA operates three call centres, also known as Telephone Sales Offices or TSOs 
located in Toronto, Montreal and Moncton. Customers call the TSOs for information 


regarding fares and schedules, to redeem VIA Preference® frequent traveller points 


and to book trips or make group reservations. 


VIA launched a comprehensive project in 2002 to modernize the telephone sales 


Internet ticket sales doubled in 2002. 


technology, which will allow the three call centres to operate as a single, virtual call 


centre. The new technology will provide more convenient and timely service to 


: customers, with greater automation, fewer delays and faster routing of calls to the 


most appropriate sales agent. 


> 
New technology will allow VIA’ call centres 
to provide more convenient, timely customer 


Service. 


The project, to be completed in 2003, has been designed to ensure that TSO capabi- 


lities can be easily expanded in the future as the need arises, and as new technologies 
become available. The new TSO systems will also support full integration with 


Customer Relationship Management (CRM) technology in the future. 
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INTERNET SALES 

VIA remains a leader in providing customers better access to our services through 
the Internet. It was one of the first railways to offer online booking and reservation 
services, and one of the first passenger services to provide customers with e-schedules 


that can be downloaded to Palm-powered and laptop computers. 


VIA launched reserVIA®, a new full-featured Internet booking system, in December 
2001, which became fully operational in 2002. With reserVIA, customers can plan, 
book and pay online for their train trips quickly and easily. Users have the opportu- 
nity to create a customized travel profile, indicate their seating preference, make special 
meal or other service requests and pre-enter their Corporate Rate discount code. 


With this optional profile, users are able to make their booking within minutes. 


In 2002, Internet ticket sales doubled through the new system from the level 
in 2001. 


VIA also launched VIA Campus™, a separate website providing information and 


promotions designed for the student market. 


L 


[UMAN RESOURCES 


“VIA Rail views its business as People Moving People — the quality of people 
working at VIA has been critical to VIA’ growth over the past decade.” 


> 
Mike GREENBERG (left), VIA’ Vice-President 
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Services). 


Delivering customer service in a seamless and 


consistent manner (MICHELLE LAREAU, Senio 


Service Attendant). 


EMPLOYEE OPINION SURVEY 


VIA completed an Employee Opinion Survey in July 2002, in order to determine 
how VIA employees themselves perceive the company, and to identify ways to 


improve the work environment. A similar survey had been conducted in 1996. 


The results of the survey present a very encouraging picture of the corporate culture 
at VIA Rail. The vast majority of employees feel that VIA is the best transportation 
company in Canada. A full 96% believe that the work they do is important to 


that success. 


At the same time, the survey identified important opportunities to improve the way 
VIA works as a team. As a result, VIA launched a series of follow-up meetings 
between employees and managers to develop concrete recommendations that would 


address employee concerns. 


VIA’s Executive Committee reviewed the results of these follow-up sessions, and 


prepared a plan for taking appropriate action in 2003. 
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MANAGEMENT TRAINING, DEVELOPMENT 
AND COMPENSATION 


VIA undertook a number of initiatives in 2002 which, together, provided a comprehen- 


sive review of the longer-term recruitment, development and compensation of senior 


managers in the Corporation. 


A succession planning report presented to the Board of Directors identified senior 
managers who could be retiring in the next five to ten years. The succession plan also 
identified candidates for 86% of these positions, as well as steps to be taken to 


address any potential succession problems in a timely manner. 


VIA also conducted a comprehensive salary benchmarking study in 2002. The study 
looked at internal pay equity for all non-unionized management positions, as well 


as equity with similar positions in Canadian companies similar in size to VIA Rail. 


As a result of the study, VIA has adjusted some management compensation, and 
implemented a simplified salary scale for all positions. The objective is to ensure 
that employees are fairly compensated, and that salaries remain competitive with 


those offered by other companies. 


VIA also began implementing a new management development and training 


initiative, which will provide a personalized training program for managers based on 


their individual career objectives. 


Service Managers receive training through a 
series of courses called Managing the Total 


Customer Experience. 


> 

Service Manager JACQUES Demers (standing) 
carries out a pre-trip briefing with the on-board 
team, NICOLE ALLARD, MARTIAL SEGUIN and 
ALINE LAMBERT. 


Manager, Financial 


Jacques LEBLANC, 
Services. 


SERVICE MANAGERS 

Since 1998, all VIA trains have been staffed with a Service Manager responsible for 
leading on-board service providers, ensuring the safety and comfort of passengers, 
and managing the delivery of customer service in a seamless and consistent manner. 
Service Managers receive training through a series of courses and workshops called 


Managing the Total Customer Experience. 


In 2002, a new Managing the Total Customer Experience workshop was developed 
to address training gaps that became apparent since 1998. The workshop is designed 
to help Service Managers keep their teams focused on the customer — using the right 
tools for managing business and people, and helping all employees increase the 


quality of service delivery and interaction with customers. 


THE PENSION FUND 

VIA Rail provides pension plans for both unionized and non-unionized employees. 
Valuation reports received in 2002 for both pension funds indicate that, despite 
recent unsettled conditions in stock markets, the funds remain strong with assets 


exceeding liabilities by a substantial margin for both funds. 


On a related matter, VIA resolved issues around a reciprocal pension transfer agree- 
ment signed in 2000 with Canadian National Railway, concerning employees who 
came to VIA Rail from CN. VIA’s pension is more generous than CN’s, and some 
employees who transferred to VIA were originally required to pay additional 
amounts into the pension fund to make up for the difference in benefits. After an 
appeal to the Office of the Superintendent of Financial Institutions, VIA provided 
these employees with a number of alternatives to paying the additional amount. 


These alternatives were approved by VIA’s Board in 2002. 
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ENVIRONMENTAL ISSUES 


“Passenger rail, as one of the most environme ntally sustainable modes of public transportation 
available today, will play an increasingly important role in addressing C anadian concerns about 
the impact of environmental problems on the quality of life in the > future.” 


VIA hae ct t fat 114 
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VIA’ efforts to modernize its ageing equipment in the early 1990s have already made 
an important contribution, reducing fuel consumption and GHG (greenhouse gas) 
emissions significantly. As part of a new environmental management plan adopted in 
2002, VIA has strengthened its commitment to improving and managing passenger 


rail services in a way that protects the environment and further reduces pollution. 


Environmental reporting has been incorporated into VIA’s new management and 
accountability framework, described above in the section of this report on accountabi- 


lity. This reflects a renewed commitment to improve environmental performance by: 
> Ensuring compliance with all applicable laws and regulations; 
> Assessing and managing the environmental impacts of all VIA operations; and 


> Establishing clearly defined annual environmental objectives and targets for 


improvement. 


VIA has developed a self-assessment process to identify and evaluate the environ- 
mental impacts of all activities, including equipment maintenance, station operations, 
procurement, as well as train operations. VIA is currently developing an Environmental 
Management Systems Manual which will detail management responsibilities, procedures 


and controls necessary for environmentally responsible operations on a daily basis. 


Furthermore, in 2002, VIA’s Vice-President, Procurement and Real Estate was given 


the additional responsibility of Environment. 


> 
All VIAs Maintenance Centres have achieved 
[SO 14001 certification. 


A 


“Safety first and foremost” is the motto at 
VIAs Maintenance Centres (GEORGE HABER, 


Toronto Maintenance Centre). 


MAINTENANCE CENTRES 
VIA’s Maintenance Centres have achieved ISO 14001 certification, which deals with 


environmentally approved operating procedure, designed to prevent incidents such 


as spills or leaks of fuel, oil and hazardous waste by-products. The Corporation has 
made it a priority to maintain and expand its ISO compliance, to ensure that key 


operations Support energy conservation and reduce pollution. 


VIA took decisive steps to resolve concerns about ground contaminants at its 
Montreal maintenance facility. Contaminants from old fuel pads have been 
accumulating for many years, dating back to the time when the facility was owned 
by CN. VIA began a project in 2002 to replace the old fuel pads with new, environ- 
mentally secure pads. In addition, the grounds around the fuel pads are being sealed 


to contain any remaining contaminants and prevent their migration to other areas. 


WASTE MANAGEMENT 

As new passenger cars are introduced into service, they are fitted with a system that 
collects human waste for safe disposal, rather than discharging waste directly onto 
the tracks. Appropriate waste management systems have already been incorporated 
on all trains operating within the Quebec City-Windsor corridor. Work is proceeding 


on schedule for selecting and installing systems for VIA’s transcontinental cars. 
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“VIA is looking beyond the immediate future towards sustainable, 


long-term growth — and the prospects look good. = 
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Over a decade of continuous improvement in performance, VIA has focused on getting 
the fundamentals of Canada’s national passenger rail service in order — increasing 
ridership and revenues, reducing funding requirements, as well as identifying and 
responding to the needs of Canadian travellers. The service today is operating effici- 


ently, with a higher quality of service, and with costs well under control. 


With the main elements in place, VIA is in a position to look beyond the current 
renaissance of passenger rail to the long-term growth of train travel. This was the 
focus of many key initiatives in 2002: ensuring that appropriate governance, 
accountability, environmental and investment tools are in place to develop passenger 


rail in a sustainable and responsible manner. 


To this end, the Board of Directors approved a new longer-term strategic plan for 
VIA Rail, which sets out our vision, mission and core values for the future. The 
strategic plan will help ensure that VIA remains focused on the key issues that are 
important to Canadians when they look to passenger rail: more frequent service, 


faster trip times and reliable train schedules. 


VIA is encouraged by the clear interest expressed by the Minister of Transport in 
improving passenger rail options for Canadians. At the Minister’s request, VIA has 
submitted detailed proposals for significantly expanding passenger rail capacity to 


meet current and future needs. These proposals are currently under review. 


Apart from these proposals, VIA’s current corporate plan for 2003-2007 sets out an 
ambitious but realistic plan for adding new, faster and more convenient train services, 


within the limits of the existing rail infrastructure and operating environment. 


It is clear that Canadians want more trains, providing more frequent and faster 
service between Canada’s major population centres, with timetables that are both 
dependable and convenient. Fuelled partly by concerns about the environment — by 
dissatisfaction with growing congestion on highways and around airports, as well as 
by the need for more attractive, more competitive travel options — the market 


demand for passenger rail service is strong. 


To meet this demand, VIA is committed to further improving Canada’s revitalized 
passenger rail service, responding to the transportation needs of Canadians, and 


playing an increasingly important role in meeting the social and environmental 


challenges Canadians face in the 21st century. 
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PeorLe MOVING PEOPLE IN THE 21ST CENTURY 
VIA Rail adopted the Service for Success strategic plan in 1996. In 2002, VIA 
reviewed the strategic plan to ensure its continuing relevance, and adopted a new vision, 


mission and core values to guide the evolution of passenger rail in the future. 


Our VISION 


To be the Canadian leader in service excellence in passenger transportation. 


Our MISSION 


Working together, to consistently deliver safe, efficient and environmentally 


responsible services for travellers in Canada. 


Our VALUES 


A Customer-Focused Business: Innovation 
» A commitment to excellence by exceeding the needs of our customers, achieved 


through delivering quality service and investing for responsible growth. 


A Responsible Company: Respect 
» A commitment to working together to build positive, respectful relationships 
with all VIA stakeholders. 


A Relevant Public Service: Relevancy 

» A commitment to work with our partners — 
the public, the business community 
and governments — to provide a cost-effective 


and environmentally responsible national VIA Rail Canada 


passenger transportation system. 


Our GoALs 
> Safety 

> People 
Growth 


Y 


> Service 
>» Environment 


» Entrepreneurship 
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MANAGEMENT'S 


(Year ended December 31, 2002) 


Management of the Corporation is responsible for the 
preparation and integrity of the financial statements contained 
in the Annual Report. These statements have been prepared in 
accordance with Canadian generally accepted accounting 
principles and necessarily include certain amounts that are 
based on managements best estimates and judgement. 
Financial information contained throughout the Annual Report 
is consistent with that in the financial statements. Management 
considers that the statements present fairly the financial 
position of the Corporation, the results of its operations and its 


cash flows. 
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To fulfill its responsibility, the Corporation maintains systems 
of internal controls, policies and procedures to ensure the relia- 
bility of financial information and the safeguarding of assets. 
The internal control systems are subject to periodic reviews 
by Samson Bélair/Deloitte & Touche, general partnership, as 
internal auditors. The external auditors, the Auditor General of 
Canada and Ernst & Young LLP, have audited the Corporation’s 
financial statements for the year ended December 31, 2002, 
and their report indicates the scope of their audit and their 


opinion on the financial statements. 


The Audit and Finance Committee of the Board of Directors, 
consisting primarily of independent Directors, meets perio- 
dically with the internal and external auditors and with 
management, to review the scope of their audits and to assess 
reports on audit work performed. The financial statements have 
been reviewed and approved by the Board of Directors on the 


recommendation of the Audit and Finance Committee. 


JOA 


J.R. Paquette 
Chief Financial Officer 


Marc LeFrançois 
President and Chief Executive Officer 


Montreal, Canada 
February 5, 2003 
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AUDITORS’ REPORT 


To THE MINISTER OF TRANSPORT 


We have audited the balance sheet of VIA Rail Canada Inc. as 
at December 31, 2002 and the statements of operations and 
retained earnings and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's 
management. Our responsibility is to express an opinion on 


these financial statements based on our audit. 


We conducted our audit in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether 
the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating 


the overall financial statement presentation. 
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In our opinion, these financial statements present fairly, in all 
material respects, the financial position of the Corporation as 
at December 31, 2002 and the results of its operations and its 
cash flows for the year then ended in accordance with Canadian 
generally accepted accounting principles. As required by the 
Financial Administration Act, we report that, in our opinion, 
these principles have been applied on a basis consistent with 


that of the preceding year. 


Further, in our opinion, the transactions of the Corporation 
that have come to our notice during our audit of the financial 
statements have, in all significant respects, been in accordance 
with Part X of the Financial Administration Act and regulations, 
the Canada Business Corporations Act and regulations and the 


by-laws of the Corporation. 


Sate eee 


Sheila Fraser, FCA 
Auditor General of Canada 


Crnet * ei LP 


Ernst & Young LLP 


Chartered Accountants 


Montreal, Canada 
February 5, 2003 


FINANCIAL STATEMENTS 


(As at December 31) 


BALANCE SHEET 


(in thousands) NOTES 2002 2001 


CuRRENT ASSETS 


Cash and cash equivalents $ 5,403 SOS 
Accounts receivable, trade 8,702 8,208 
Accounts receivable, other 2,609 14,973 
Receivable from the Government of Canada 21,990 9,397 
Materials 14,617 15,950 
: 7 53,321 60,046 
LONG-TERM ASSETS 
Capital assets 4 627,070 577,886 
Asset renewal fund 5 93,888 89,498 
Accrued benefit asset 6 111,621 86,225 
Other 6,284 4,067 
838,863 757,676 
; iat ADs iste. $ 817722 
CURRENT LIABILITIES 
Accounts payable and accrued liabilities $947.22 $ 103,139 
Deferred revenues Felis Toles 
| | | ‘liber 101,837 110,262 
LONG-TERM LIABILITIES 
Accrued benefit liability 6 16,392 15,858 
Future income taxes Fs 21,224 11797 
Other 4,213 4,652 
41,829 32,247 
DEFERRED CAPITAL FUNDING _ a : "3 644,755 __ 586,953 


SHAREHOLDER’S EQUITY 


Share capital 9 9,300 9,300 
Contributed surplus 4,963 4,963 
Retained earnings 89,500 oe 
103,763 | 88,260 
D DA S 51772 


See accompanying notes to financial statements 


On behalf of the Board, 


CA Ata ren tole eee 


Marlene McGraw, CA Jean Pelletier 
Director and Chairman of Director and Chairman 
the Audit and Finance Committee of the Board 
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FINANCIAL STATEMENTS 


(Year ended December 31) 


STATEMENT OF OPERATIONS AND RETAINED EARNINGS 


(in thousands) NOTES 2002 2ZOOI 
REVENUES 
Passenger $ 253,929 $ 234,959 
Other 16,860 18,889 
270,789 253,828 
EXPENSES 
Compensation and benefits 193,447 182,207 
Train operations and fuel 94,075 923199 
Stations and property 28,499 28,292 
Maintenance material 25,834 28191 
Marketing and sales 27,015 25,670 
On-train product costs 17,248 15,760 
Operating taxes 11757 11,964 
Employee future benefits 6 (22,746) (62,127) 
Amortization and losses on write-down and disposal of capital assets 47,007 47,147 
Other DEAT? 27,769 
443,548 397,068 
Operating loss before funding from the Government of Canada 
__ and income taxes = 170750 143,240 
Operating funding from the Government of Canada 153,682 1633293 
Amortization of deferred capital funding 45,575 46,980 
Results of operations before income taxes 26,498 67,033 
Income tax expense 7 10,995 13,012 
Net results from operations for the year (ese 54,020 
Retained earnings, beginning of year 25:997 19,976 
Retained earnings, end of year $ 89,500 $073,997 


See accompanying notes to financial statements 
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INANCIAL STATEMENTS 


(Year ended December 31) 


STAREMENT OF CASHARLOWS 


(in thousands) 


2002 2ZOOI 
OPERATING ACTIVITIES 
Net results from operations for the year $ 15,503 154.021 
Non-cash items relating to operations: 
Amortization of capital assets 46,923 46,507 
Losses on write-down and disposal of capital assets 432 984 
Amortization of investment tax credits (348) (344) 
Amortization of deferred capital funding (45,575) (46,980) 
Future income taxes 9,487 115737 
Write-down of the investments in the asset renewal fund 5,740 _ 
Change in non-cash working capital 2,398 8,149 
Change in other long-term assets Ci) (4,067) 
Change in accrued benefit asset (25,396) (65,508) 
Change in accrued benefit liability 534 (696) 
Change in other long-term liabilities (91) (91) 
| : 7,390 UE 
FINANCING ACTIVITIES 
Capital funding from the Government of Canada 108577 151747 
Change in capital funding receivable from the Government of Canada (10,213) GAS 
93,164 146,029 
INVESTING ACTIVITIES 
Acquisition of investments in the asset renewal fund (15,894) (18,967) 
Proceeds from sale and maturity of investments in the asset renewal fund 5,764 6,833 
Acquisition of capital assets (98,377) (146,742) 
Proceeds from disposal of capital assets 1,838 2,212 _ 
(106,669) _ (156,664) 
CASH AND CASH EQUIVALENTS 
Decrease during the year (6,115) (6,923) 
Balance, beginning of year Lois _ 18,44 le 
Balance, end of year : : $ 5,403 $ 11,518 
REPRESENTED BY: 
Cash and outstanding cheques 469 (1,793) 
Term deposits, 2.76%, maturing in January 2003 (2001: 2.23%) 4,934 =. AB SLL. 
$ 5,403 : $ | 11,51 Rs 


See accompanying notes to financial statements 
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NOTES TO FINANCIAL STATEMENTS 


(As at December 31, 2002) 


1. AUTHORITY AND OBJECTIVES 


VIA Rail Canada Inc. is a Crown corporation named in Part | 
of Schedule III to the Financial Administration Act. It was 
incorporated in 1977, under the Canada Business Corporations 
Act. The Corporation vision is to be the Canadian leader in 
service excellence in passenger transportation with a mission 
to work together to consistently deliver safe, efficient and 
environmentally-responsible services for travellers in Canada. 
The Corporation uses the roadway infrastructure of other rail- 


way companies and relies on them to control train operations. 


The Corporation is not an agent of Her Majesty and is subject 


to income taxes. 


2. ACCOUNTING POLICIES 


These financial statements have been prepared by management 
in accordance with Canadian generally accepted accounting 
principles. The significant accounting policies followed by the 


Corporation are summarized as follows: 


A) FUNDING FROM THE GOVERNMENT OF CANADA 

Operating funding, which pertains to services, activities and 
other undertakings of the Corporation for the management and 
operation of railway passenger services in Canada, is recorded as 
a reduction of the operating loss. The amounts are determined on 
the basis of operating costs less commercial revenues excluding 
employee future benefits and non-cash transactions relating to 
capital assets and future income taxes, and are based on the 
operating budget approved by the Government of Canada for 


each year. 


Funding for depreciable capital assets is recorded as deferred 
capital funding on the Balance Sheet and is amortized on the 
same basis and over the same periods as the related capital assets. 
Upon disposition of the funded depreciable capital assets, the 
Corporation recognizes into income all remaining deferred 
capital funding related to these capital assets. Funding for non- 


depreciable capital assets is recorded as contributed surplus. 


B) CASH EQUIVALENTS 
Cash equivalents include highly liquid investments purchased 
three months or less from maturity and are stated at cost, which 


approximates market value. 
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c) REVENUE RECOGNITION 
Revenues earned from passenger transportation are recorded as 
services are rendered. Amounts received for train travel not yet 


rendered are included in current liabilities as deferred revenues. 


D) FOREIGN CURRENCY TRANSLATION 

Accounts in foreign currencies are translated using the temporal 
method. Under this method, monetary Balance Sheet items are 
translated at the exchange rates in effect at year-end. Gains and 
losses resulting from the changes in exchange rate are reflected 


in the statement of operations and retained earnings. 


Non-monetary Balance Sheet items as well as foreign currency 
revenues and expenses are translated at the exchange rate in 


effect on the dates of the related transactions. 


E) MATERIALS 

Materials, which are valued at the lower of weighted average 
cost and replacement cost, consist primarily of items used for 
the maintenance of rolling stock. An allowance for obsolescence 


is provided for materials. 


F) CAPITAL ASSETS 

Capital assets acquired from Canadian National Railway and 
Canadian Pacific Limited at the start of operations in 1978 were 
recorded at the net transfer values while subsequent acquisitions, 


including those acquired under capital leases, are recorded at cost. 


The costs of refurbishing and rebuilding rolling stock and costs 
associated with other capital asset upgrading are capitalized if 
they are incurred to improve the service value or extend the 
useful lives of the capital assets concerned; otherwise, such costs 


are expensed as incurred. 
Retired assets are written down to their net realizable value. 


Amortization of capital assets is calculated on a straight-line 
basis at rates sufficient to amortize the cost of capital assets, less 


their residual value, over their estimated useful lives, as follows: 


Rolling stock 


12 to 29 years 
Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 40 years 
Leasehold improvements 5 to 20 years 
Machinery and Equipment 4 to 15 years 


Information systems 
Other assets 


3 to 7 years 
3 to 10 years 


No amortization is provided for projects in progress and 


retired assets. 
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(As at December 31, 2002) 


2. ACCOUNTING POLICIES (convT’p) 


G) Income Taxes 
The Corporation follows the liability method of accounting for 


income taxes. 


Under this method, the change in the net future income tax 
asset or liability is included in income. Future income tax assets 
and liabilities are measured using substantively enacted tax 
rates expected to apply to taxable income in the years in which 


temporary differences are expected to reverse. 


H) INVESTMENT Tax CREDITS 

Investment tax credits are amortized over the estimated useful 
lives of the related capital assets. The amortization of deferred 
investment tax credits is recorded as a reduction of the 
amortization of capital assets. These credits are included in 


other long-term liabilities. 


1) EMPLOYEE FUTURE BENEFITS 
The Corporation accrues obligations under its employee future 


benefit plans and has adopted the following policies: 


The cost of pension and other employee future benefits earned 
by employees is actuarially determined using the projected 
benefit method prorated on service and management best 
estimate of expected plan investment performance, salary 
escalation, retirement ages of employees and expected health 


care costs. 


Amortization of past service costs and transition assets and 
liabilities is calculated on a straight-line basis over the expected 


average remaining service lives of the active employee groups. 


For the purpose of calculating the expected return on plan 


assets, those assets are valued at fair value. 


The excess of the accumulated net actuarial gain or loss over 
10% of the greater of the accumulated benefit obligation and 
the fair value of plan assets is amortized over the average 
remaining service lives of active employees which is, in most 


cases, estimated to be 12 years. 


J) VIA Préférence PROGRAM 

The incremental costs of providing travel awards under the 
Corporation’s VIA Préférence frequent traveller reward program 
are accrued as the entitlements to such awards are earned and 


are included in accounts payable and accrued liabilities. 
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K) FINANCIAL INSTRUMENTS 
The estimated fair value of the recognized financial instruments, 
except for the asset renewal fund and temporary investments, 


approximates their carrying value due to their current nature. 


Temporary investments are carried at the lower of cost and 


market, determined on an aggregate basis. 


Investments in the asset renewal fund are carried at cost. The 
carrying value of each of these investments is assessed perio- 
dically to determine if there has been an other than temporary 
decline in value. A charge to income is recorded during the 


period in which such a decline in value is determined. 


Derivative financial instruments are utilized by the Corporation 
in the management of its exposure to changes in fuel prices. The 
Corporation does not enter into derivative financial instruments 


for trading or speculative purposes. 


The Corporation formally documents all relationships between 
hedging instruments and hedged items, as well as its risk 
management objectives and strategy for undertaking various 
hedge transactions. This process includes linking all derivatives, 
comprised of fuel swap agreements, to forecasted diesel fuel 


purchases. 


Fuel swap agreements require periodic cash settlement of an 
amount calculated by applying a rate or price to a notional 
amount. Gains and losses on fuel swaps used to hedge antici- 
pated diesel purchases are recognized as an adjustment of fuel 


expense when the fuel purchases are recorded. 


L) MEASUREMENT UNCERTAINTY 

The preparation of financial statements in conformity with 
Canadian generally accepted accounting principles requires 
management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities, disclosure of contingent 
assets and liabilities and the reported amounts of revenues and 


expenses. Actual results could differ from these estimates. 
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NOTES TO FINANCIAL STATEMENTS _ 


(As at December 31, 2002) 


3. RECONCILIATION OF NET RESULTS FROM OPERATIONS 
ro GOVERNMENT FUNDING BaSISs 


The Corporation receives its funding from the Government of Canada based primarily on cash flow requirements. Items recognized 
in the Statement of operations and retained earnings in one year may be funded by the Government of Canada in different years. 
Accordingly, the Corporation has different net results of operations for the year on a government funding basis than on a Canadian 


generally accepted accounting principles basis. These differences are outlined below: 


(in millions of dollars) 2002 2001 


Net results of operations for the year 155 54.0 
Items not requiring (not providing) operating funds: 


Amortization and losses on write-down and disposal of capital assets 


excluding amortization of investment tax credits 47.4 47.5 
Amortization of deferred capital funding (45.6) (47.0) 
Employee future benefits (22.7) (62.1) 
Previous years lease expenses funded in the current year (0.3) (0.3) 
Future income taxes 9.4 LE? 
Adjustment for accrued compensation 0.4 0.7 

Payment of prior years’ reorganization charges (3.8) (4.3) 
Operating funding surplus for the year ; ; _ 0.3 0.2 


4. CAPITAL ASSETS 


(in millions of dollars) 2002 2001 
Accuntelated Accumulated 

Cost Amortization Net Cost Amortization Net 
Land 5.0 = 5.0 5.0 — 5.0 
Rolling stock 614.3 3131 02 574.3 2956 280.7 
Maintenance buildings 161.6 100.8 60.8 160.7 94.9 65.8 
Stations and Facilities 43.2 20.0 207 34.7 1738 16.9 
Infrastructure improvements 126.5 39.6 86.9 100.1 AG 63.4 
Leasehold improvements 10522 2-1 3941 9151 67.6 235 
Machinery and Equipment +3 Pal 259 5.8 29.6 24.1 Pee 
Information systems 68.6 64.7 3.9 66.2 61.2 5.0 
Other assets 19) 7 18.9 0.8 18.9 18.7 0.2 
| LS. __ #80 654.5 220.7 1,080.6 614.6 466.0 
Projects in progress 86.8 9126 
Retired assets (at net realizable value) 19.6 20.5 
627.1 | 577.9 


Projects in progress as at December 31, 2002, primarily consist of rolling stock for $71.3 million (2001: $58.9 million) and 
improvements to infrastructure and stations for $11.2 million (2001: $29.5 million). 
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OTES TO FINANCIAL STATEMENTS _ 


(As at December 31, 2002) 


5. ASSET RENEWAL FUND 


The Corporation has been authorized by the Treasury Board of the Government of Canada to segregate proceeds from the sale or 
lease of surplus assets as well as up to $5 million of annual funding approved but not expended during the fiscal year to 2006, in a 


manner which ensures that these funds are retained for future capital projects. 


The asset renewal fund includes the following investment instruments: 


(in millions of dollars) | 2002 2001 
Market | mr 
Cost Value Cost Value 
Government of Canada bonds 19.6 299 18.4 20.2 
Other Canadian bonds and debentures 15.4 16.6 1524 134 
Pooled equity unit trust 51.0 45.9 49.5 45.6 
Cash and short-term investments Us) no 8.5 9.8 
93.9 oo 5500 a 


Treasury Board has approved an amount of $39.5 million (2001: $39.5 million) to fund prior years’ operating deficits and certain 
capital assets while the balance of the asset renewal fund of $54.4 million (2001: $50.0 million) represents the funds that are 


retained for future investments in capital assets. 


The Corporation has written down the asset renewal fund by $5.7 million, which represents an other than temporary decline in 


value of the original cost of the instruments as compared with their market value as at December 31, 2002. 


The weighted average effective rate of return on bonds and debentures as well as short-term investments for 2002 was 5.61% 


(2001: 5.82%) and the weighted average term to maturity for 2002 was 11 years (2001: 12 years). 


The fair value of bonds, pooled equity unit trust and short-term investments is equivalent to the market value based on the current 


bid price at the Balance Sheet date. 


The Corporation is subject to credit risk from its holdings of the asset renewal fund. The Corporation minimizes its credit risks by 
adhering to the Minister of Finance of Canada Financial Risk Management Guidelines for Crown Corporations and the Corporate 


Investment Policy and by investing in high quality financial instruments. 
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NOTES TO FINANCIAL STATEMENTS 


(As at December 31, 2002) 


6. EMPLOYEE FUTURE BENEFITS 


The Corporation provides defined benefit pension plans, post retirement and post-employment benefits to all its permanent 


employees. 


Included in other benefit plans are expenses incurred by the Corporation relating to workers’ compensation, post-retirement and 


post-employment benefits, and network restructuring charges. 


The latest actuarial valuations of the pension plans were carried out as at December 31, 2001, by external actuaries who are 


members of the Canadian Institute of Actuaries. 


Based on these actuarial valuations and projections to December 31, 2002, the summary of the principal valuation results, in 


aggregate, is as follows: 


A) CHANGE IN BENEFIT OBLIGATION: 


(in millions of dollars) PENSION PLANS OTHER BENEFIT PLANS 
2,007 ZOOL ZOODZ ZO OL 
Accrued benefit obligation at beginning of year 1,094.5 1,000.5 27.4 24.6 
Impact of plan amendments = 53 = 0.6 
Current service cost 13.2 9 sh A 
Employee contributions 9.1 8.1 ae = 
Interest cost Das 69.0 po Lo 
Benefits paid (712) (65.3) (4.9) (4.8) 
Actuarial (gain) loss AU 67.7 (0.2) 1.6 
Accrued benefit obligation at end of year 1,192.0 1,094.5 27.9 27.4 


B) CHANGE IN PLAN ASSETS: 


(in millions of dollars) 7 7 PENSION PLANS OTHER BENEFIT PLANS 
2,0 02 ZOOL 2002 2OOI 
Market value of plan assets at beginning of year 1,309 1,428.1 = a 
Actual return on plan assets (1:11) (61.2) Fe = 
Employer contributions 15 D 4.9 4.8 
Employee contributions el 8.1 = Ap 
Benefits paid (74,2) (65.3) (4.9) (4.8) 
Market value of plan assets at end of yea 1,217.8 15007 ni = 
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(As at December 31, 2002) 


6. EMPLOYEE FUTURE BENEFITS (conr’p) 


c) FuNDED STATUS: 


(in millions of dollars) 


PUES TLE TSO UE LV TES LAS ST LTE SP ES 2p GES 


NOTES TO F 


INANCIAL 


FRITES 


PENSION PLANS 


OTHER BENEFIT PLANS 


Funded status - plan surplus (deficit) 


Unamortized net actuarial loss 
Unamortized past service costs 
Unamortized transitional obligation (asset) 


Network restructuring accrual 


2002 _ 2001 2002 2ZOOI 
25.8 215.2 (27.9) (27.4) 
429.3 246.5 0.8 i 
4.4 4.9 0.5 0.6 
(347.9) (380.4) 14.2 16.7 
- - (4.0) (6.8) 
111.6 36.2 Wet (58) | 


$22.8 million as at December 31, 2002, in one of the Corporations defined benefit plans. 


D) NET PENSION EXPENSE (INCOME): 


(in millions of dollars) 


Current service cost 


Interest cost 


Expected return on plan assets 

Amortization of transitional obligation (asset) 
Amortization of past service costs 

Amortization of net actuarial loss 

Benefits paid and expensed by the employer 
Adjustment of the network restructuring accrual 


Net pension expense (income) 


OTHER BENEFIT PLANS 


2002 2001 2002 2001 
132 02 ° Nm aS 
74.7 69.0 1.9 1.9 
(95.6) (111.6) - - 
(32.5) (32.5) 2.5 2.5 
0.4 0.4 - - 
15.7 “ 0.1 - 
(1.3) - (4.9) (4.8) 
- - (0.7) 0.3 
(25.4) (65.5) 27 3.4 


The reduction in the pension income is influenced by the weak performance of the equity markets and low interest rates. 
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OTES TO FINANCIAL STATEMENTS 


(As at December 31, 2002) 


6. EMPLOYEE FUTURE BENEFITS (convT’pD) 


E) WEIGHTED-AVERAGE ASSUMPTIONS: 


PENSION PLANS 


BOO? 2Z2OOI 
Discount rate 6.5% 6.5% 
Expected long-term rate of return on plan assets 7970 8.0% 
Rate of compensation increase 3.5% 3:5%6 


OTHER BENEFIT PLANS 


2002 
6.5% 


3.5% 


2001 
6.5% 


3.5% 


Health care benefits included in other benefit plans are measured using the Canadian Consumer Price Index (CPI) plus 7.0%. 


The rate was assumed to decrease gradually to CPI plus 1.0% over 7 years and remain at that level thereafter. 


7. INCOME [TAXES 


The income tax expense is represented by the large corporation tax of $1.6 million (2001: $1.3 million) and the future income tax 


expense of $9.4 million (2001: $11.7 million). 


The future income tax liabilities result from temporary differences relating to the accrued benefit asset less the tax benefits relating 


to losses carryforwards, contingencies, write-down of the investments in the asset renewal fund, the accrued benefit liability, other 


long-term liabilities and capital assets net of the valuation allowance. 


8. DEFFERED CAPITAL FUNDING 


(in millions of dollars) 


Balance, beginning of year 

Government funding for depreciable capital assets 

Government funding for land investment transferred to contributed surplus 
Amortization of deferred capital funding 


Balance, end of year 


2002 
586.9 
103.4 


(45.6) 
644.7 


2ZOOI 


482.4 

151.8 
(0.3) 
(47.0) 

586.9 


9. SHARE CAPITAL 


The authorized share capital of the Corporation is comprised of an unlimited number of common shares with no par value. 


As at December 31, 2002 and 2001, 93,000 shares at $100 per share are issued and fully paid. 


VIA RAIL CANADA 


NOTES TO FINANCIAL STATEMENTS 


(As at December 31, 2002) 


10. COMMITMENTS 


A) The future minimum payments relating to operating 


leases mainly for real estate and computer equipment are 


as follows: 

(in millions of dollars) 

2003 Sy, 

2004 | (fe) 

2005 ica) 

2006 7.4 

2007 7.6 

Subsequent years proportionately to 2049 7 
165.0 


B) As at December 31, 2002, the Corporation has outstand- 
ing purchase commitments amounting to $39.2 million 


consisting mainly of rolling stock. 


c) The Corporation has entered into train service agreements 
for the use of tracks and control of train operations expiring 
on December 31, 2008. 


D) The Corporation has issued letters of credit totalling 
approximately $21.7 million (2001: $20.4 million) to 
various provincial government workers’ compensation 


boards as security for future payment streams. 


11. FINANCIAL INSTRUMENTS 


The Corporation has hedged 51.5% of the estimated 2003 fuel 
consumption, 51.3% of the estimated 2004 fuel consumption 
and 24.3% of the estimated 2005 fuel consumption. This 
represents 23.1 million U.S. gallons at an average price of $0.66 
U.S. per U.S. gallon. Unrealized gains from the Corporation's 
fuel hedging activities were $1.2 million as at December 31, 
2002 (2001: unrealized loss of $1.9 million). 


The Corporation is exposed to credit risk in the event of non- 
performance by the counterparty to its derivative financial 
instruments but does not expect such non-performance as the 


counterparty is of high credit quality. 


12. RELATED PARTY T RANSACTIONS 


The Corporation is related in terms of common ownership to 
all Government of Canada created departments and agencies. 
The Corporation enters into transactions with these entities in 
the normal course of business on trade terms applicable to all 
individuals and enterprises and these transactions are recorded 


at exchange value. 


13. CONTINGENCIES 


The Corporation is subject to claims and legal proceedings 
brought against it in the normal course of business. Such matters 
are subject to many uncertainties. Management believes that 
adequate provisions have been made in the accounts where 
required and the ultimate resolution of such contingencies are 
not expected to have a material adverse effect on the financial 


position of the Corporation. 


14. RECLASSIFICATION 


The comparative financial statements have been reclassified 
from the statements previously presented to conform to the 


presentation of the 2002 financial statements. 
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CORPORAT IRECTORY 


(As at December 31, 2002) 


BOARD OF DIRECTORS COMMITTEES OF THE BOARD (conT’p) 


Greg Black 
Jacqueline L. Boutet 
Alan Chapple 
Anthony Friend, Q.C. 
Jean-Louis Hamel 
Barbara Kane 

Wendy Kelly 

Yvon LeBlanc, Q.C. 
Marc LeFrançois 


Robert Matteau 
Marlene McGraw, CA 


* Jean Pelletier 


Donald Pettit 
Timothy Reid 
James J. Smith, FCA 


Bracebridge, Ontario 
Montreal, Quebec 

Toronto, Ontario 

Calgary, Alberta 

Montreal, Quebec 

Halifax, Nova Scotia 

Regina, Saskatchewan 
Bouctouche, New Brunswick 
President and Chief Executive Officer, 
Montreal, Quebec 
Grand-Mère, Quebec 
Brantford, Ontario 
Chairman of the Board, 
Quebec City, Quebec 
Vancouver, British Columbia 
Toronto, Ontario 

Winnipeg, Manitoba 


* Jean Pelletier and Marc LeFrançois are ex-officio members 


of each Committee of the Board. 


OFFICERS 


Jean Pelletier 

Marc LeFrançois 

Paul Cété 

Christena Keon Sirsly 
J. Roger Paquette 
Steve Del Bosco 
Mike Greenberg 


Carole Mackaay 
John Marginson 


Chairman of the Board 

President and Chief Executive Officer 
Chief Operating Officer 

Chief Strategy Officer 

Chief Financial Officer 
Vice-President, Marketing 
Vice-President, Procurement, 

Real Estate and Environment 
General Counsel and Corporate Secretary 
Vice-President, Capital Program 

and Business Development 


COMMITTEES OF THE BOARD 


EXECUTIVE COMMITTEE 


Jean Pelletier, Chairman 


Jacqueline L. Boutet 
Alan Chapple 
Anthony Friend, Q.C. 
Marc LeFrançois 
Robert Matteau 


HUMAN RESOURCES COMMITTEE 
Donald Pettit, Chairman 


Greg Black 

Alan Chapple 
Barbara Kane 
Wendy Kelly 
Timothy Reid 
James J. Smith, FCA 
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AUDIT AND FINANCE COMMITTEE 


Marlene McGraw, CA, Chairman 
Jacqueline L. Boutet 

Anthony Friend, Q.C. 

Jean-Louis Hamel 

Barbara Kane 

Robert Matteau 

Donald Pettit 

James J. Smith, FCA 


INVESTMENT COMMITTEE 


Anthony Friend, Q.C., Chairman 
Greg Black 

Alan Chapple 

Jean-Louis Hamel 

Yvon LeBlanc, Q.C. 

Robert Matteau 

Marlene McGraw, CA 


CORPORATE GOVERNANCE COMMITTEE 


Robert Matteau, Chairman 
Jaqueline L. Boutet 

Wendy Kelly 

Yvon LeBlanc, Q.C. 
Marlene McGraw, CA 
Donald Pettit 

Timothy Reid 


VIA OFrice LOCATIONS 


HEADQUARTERS AND QUEBEC 
3 Place Ville-Marie, Suite 500 
Montreal, Quebec H3B 2C9 
(514) 871-6000 


PosTAL ADDRESS 


P.O. Box 8116, Station A 
Montreal, Quebec H3C 3N3 


ATLANTIC 

1161 Hollis Street 

Halifax, Nova Scotia B3H 2P6 
(902) 494-7906 


ONTARIO 


65 Front Street West, Room 222 
Toronto, Ontario M5] 1EG6 
(416) 956-7600 


WEST 


104-123 Main Street 
Winnipeg, Manitoba R3C 1A3 
(204) 949-7400 


1150 Station Street 
Vancouver, B.C. VGA 2X7 
(604) 640-3700 
WEBSITE 


www.viarail.ca 
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Letter to the Minister of Transport 


The Honourable Tony Valeri, P.C., M.P. 
Minister of Transport, Ottawa 


Dear Minister: 

n accordance with the provisions of the Financial 
Administration Act, | am pleased to submit VIA Rail Canada 
nc.'s annual report for the year ended December 31, 2003. 


be Gh 


Paul Côté 
Interim President and Chief Executive Officer 


Corporate Overview 


VIA operates Canada's national passenger rail service on 
behalf of the Government of Canada. An independent 
Crown Corporation established in 1977, Our mission is 
to provide Canadians with a safe, efficient and envi- 
ronmentally responsible passenger service. We fulfill this 
mission by delivering quality service to our customers; 
by maximizing revenues and by controlling costs; and by 
building on the market strengths of passenger rail — one of 
the safest, most reliable and environmentally sustainable 
modes of transportation available. 


Committed to Excellence — Our vision is to be the 
Canadian leader in passenger service excellence. We are 
committed to reshaping passenger rail to meet the needs of 
a modern, growing nation, to deliver faster services, operate 
more trains and carry more Canadians than ever before. 


Serving Canadians Coast to Coast — We operate more 
than 480 trains weekly on 14,000 kilometres of track, 
connecting over 450 Canadian communities. With 
approximately 3,000 employees, VIA carried almost 
3.8 million passengers over 857 million miles in 2003. 


In Western Canada, VIA provides year-round, all-weather 
intercity transportation including service to remote 
communities. The legendary transcontinental Canadian®, 
a train running thrice-weekly between Toronto and 
Vancouver, has won international recognition over the 
years — including being voted one of the “Best Rail 
Experiences of the World” by the /nternational Railway 
Traveler in 1999. In 2003, it also received the highest 
possible rating from Saga Holidaymakers, a highly-respected 
European holiday operator, for its dining car service. 


In the Quebec City - Windsor Corridor, VIAS trains provide 
intercity passengers with fast, convenient, comfortable 
and affordable service, downtown-to-downtown 
between Canada’s largest business centres. V/A 7™ service 
offers first-class amenities, as well as a roomy, hassle-free 
environment allowing business travellers to work or relax 
en route. 


In Atlantic Canada, the Ocean™ runs six times a week 
between Montreal and Halifax, offering its friendly 
Easterly™ service. The Chaleur” makes three trios each 
week from Montreal through the Gaspé Peninsula. 


In rural and remote areas, VIA operates services designated 
by the government to meet regional transportation needs. 


The Year at a Glance 


The following key financial indicators and operating statistics summarize 
the performance of the Corporation for the year 2003 with comparative 
data for the years 1999 to 2002. 


1) Cash operating expenses used in the calculation of the Revenue/Cash operating expenses ratio exclude 
amortization of property, plant and equipment, reorganization charges, pension and employee future benefits. 


2) Excludes internal funding from the Asset Renewal Fund of $16.5 million in 1999 and includes a capital funding 
contribution to the Asset Renewal Fund of $5.0 million in 2001, 2002 and 2003. 


3) Key operating statistics are unaudited. 


2003 2002 2001 2000 1999 

Key financial indicators 
(IN MILLIONS OF DOLLARS) 
Total revenue 250:3 270.8 253.8 240.7 220.6 
Cash operating expenses «) 431.4 424.2 416.9 410.6 390.6 
Capital Expenditures 77.4 98.4 TAG 45.9 10.9 
Government funding: | 

Operating 181.1 1557 1635 WHOS 170.0 
_ Capital 82.4 103724 ENT A59 — 
Total Government funding Oy ‘ EC 2635 Bos Paso 26.2 1 70.0 
Key operating statistics (3) | | 
Revenue/Cash operating expenses ratio (%) (1) 565 | 64.5 | GIFS SES 567 
Total passengers carried «(IN THOUSANDS) 3,789 3,981 3,865 3,795 | 3,569 
Total passenger-miles (IN MILLIONS) 857 948 921 | 904 | 885 | 
Government operating funding per passenger-mile (IN CENTS) 21.1 162 | ar 18.8 | To 
“Yield (CENTS PER PASSENGER-MILE) 26.8 | 26.6 ASE | 24.0 DIS 
Train-miles operated (IN THOUSANDS) 6,780 6,770 | 6,665 | G2 || 6,448 
Car-miles operated «(IN THOUSANDS) 48,682 48,262 AG O2 | ANS || 2 || | 43,168 
Average passenger load factor (%) 53 | 57 Sy), 56 | 56 
Average number of passenger-miles per train-mile 126 140 138 137 IS7 
Number of active employees at year-end 3,051 S054 SON | 2,955) 2,909 
On-time performance (%) 73 | 84 85 | 85 84 
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Message from the Board 
of Directors 


As Canadians look to future 
challenges, it will be critical to 
ensure that all parts of the 
transportation infrastructure 
are used in the most effective 
way possible. 


In a country as vast as Canada, good transportation has 
always been critical to the well-being and prosperity of 
the nation. Today, as Canada takes its place in the 21st 
century as an increasingly urbanized nation, with one of 
the world’s most modern, globalized economies, our 
transportation system faces new challenges. Passenger 
rail is contributing to efforts to address those challenges. 


Along some of our most congested transportation corridors, 
frequent travel is becoming a basic fact of life for more 
Canadians. And Canadians are increasingly looking to 
passenger rail to provide an alternative to overcrowded 
highways and airports; an alternative that is efficient, 
environmentally sustainable, and especially attractive for 
medium-distance travel. Even in 2003, one of the worst 
years on record for the travel and tourism industry, the 
demand for passenger rail relative to other modes of 
transportation was strong. 


Almost every business in the transportation and tourism 
industry suffered declines in revenue in 2003, following a 
combination of market events rarely, if ever, seen before. 
VIA was no exception. However, in key markets; where 
pressures on the transportation system are greatest, VIA 
bucked the trend and grew both market share and 
revenues. For example, VIA achieved significant revenue 
growth for services between Montreal and Ottawa, while 
in the Quebec City - Windsor Corridor as a whole, VIA's 
share of the public mode travel market grew by more 
than four per cent. 


Market research confirms that Canadians see a dynamic 
passenger rail service as a reasonable solution to their 
transportation needs, improving access and choice for 
travel. A report prepared for VIA in 2003 showed that 
92 per cent of those surveyed favour the “expansion and 


improvement of passenger rail services.” * 


Since 1990, VIA has continuously improved the quality of 
Canada’s passenger rail service, consistently earning high 
ratings for customer satisfaction. At the same time, VIA 
has steadily lowered the cost to government of operating 
the service. In 2003, when market conditions produced 
the first year-over-year decline in revenue in more than 
a decade (1995 excepted) VIA was able to minimize this 
setback by implementing rigorous cost-cutting measures. 


1 — Pollara — Continuous tracking telephone survey 
(Toronto, Montreal, Ottawa, Quebec City), 4th quarter 2003 
2 — Pollara — Public Opinion Survey, January 2003 


If VIA is to meet the growing demand for more train 
services, while continuing to reduce funding costs, the 
corporation must stay focused on increasing revenues 
and investing for long-term growth. This will require not 
only VIA’s excellent on-board service, but more frequent 
trains, faster trip times, and reliable on-time performance. 
More frequencies, higher soeeds and reliable performance 
depend, in turn, on investing in the infrastructure capacity 
needed to operate modern, faster passenger trains. 


At present, there is almost no capacity to improve the 
speed or frequency of train services in the Quebec City - 
Windsor Corridor. This severely limits VIA’s ability to 
continue growing revenues and, in so doing, reduce 
funding costs. Even more disturbing is the fact that 
increasing freight traffic on this infrastructure, which is 
largely owned and managed by Canadian National, has 
started to reduce capacity for passenger trains, making it 
increasingly difficult for VIA to deliver existing services 
on schedule. 


On-Time Performance 2001 2002 2003 

Quebec City - 86% 85% 73% 
Windsor Corridor 

Montreal - Halifax 86% 81% 69% 

Toronto - Vancouver 71% | _ 72% 61% 

Total VIA system 85% 84% 73% 
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A decline in on-time performance for passenger rail 
which started in 2001 reached alarming proportions in 
2003. This decline is due largely to the growing number 
of longer, slower freight trains which cause frequent 
delays in passenger operations. Since on-time performance 
is critical for maintaining customer loyalty and attracting 
new customers, this trend will seriously undermine VIA‘s 
performance if it is not addressed quickly. 


As Canadians look to future challenges in maintaining an 
efficient, reliable transportation system at a reasonable 
cost, it will be critical to ensure that all parts of the existing 
transportation infrastructure are used in the most effective 
way possible. In areas where passenger rail can contribute 
most to meeting those challenges, investment in appro- 
priate infrastructure for faster, more frequent and convenient 
passenger rail services should be considered a wise and 
responsible choice. 


VIA is mindful of the stewardship responsibilities it holds 
on behalf of the Government of Canada and Canadian 
taxpayers, to manage Canada’s national passenger rail 
service. Canadians expect the corporation not only to 
ensure full accountability for results already achieved, but 
to provide leadership in shaping a service that meets 
future needs. To this end, the Board undertook a number 
of initiatives to ensure that it can provide sound guidance 
and strategic direction to the corporation, following a 
review of corporate governance practices in 2002. These 
initiatives are described more fully in this report. In addition, 
this report includes a more comprehensive discussion and 
analysis of VIA’s operations than in previous annual reports. 


It is hoped that this discussion will provide Canadians 
with a clear picture not only of the challenges VIA faced 
during the year gone by, but the opportunities for further 
improving their passenger rail service to meet the needs 
of travellers in the years ahead. 


Message from Management 


Despite disastrous market 
conditions in 2003, our long-term 
strategic plan remains on track, 
with progress achieved towards 
all key objectives. 


If it is true that facing adversity builds strength of character, 
VIA did a lot of character building in 2003. One catastrophe 
after another, from forest fires and a hurricane, to virus 
scares and power blackouts, disrupted train operations 
and our customers’ travel plans. At times, the string of 
catastrophes — along with security concerns related to 
terrorism and the war in Iraq — threatened to bring the 
entire travel and tourism industry to a standstill. 


By the end of the year, the impact on VIA’s bottom-line 
results was discouraging, especially when the results are 
compared to previous years. It was impossible to achieve 
the kind of increases in ridershio and revenue VIA has 
enjoyed year after year over the past decade. 


But if we look at what we did achieve in 2003, VIA and 
its employees have much to be proud of. Our long-term 
strategic plan remains on track, with progress achieved 
towards all key strategic objectives. 


Surrounded by events and circumstances beyond our 
control, we concentrated on the things we could control, 
and our employees did their jobs very well. VIA staff 
worked hard to ensure the safety of passengers, and to 
helo them reach their destinations when disaster threw 
normal operations into confusion. We tightened our belts 
and cut costs, limiting the impact of revenue shortfalls on the 
corporation. We refocused marketing efforts to recover 
ost business and attract new customers to passenger 
rail, achieving a significant recovery in passenger volumes 
in the last quarter. 


n fact, in the last quarter of 2003, recovery was well 
under way. VIAS trains carried more passengers in the 
Quebec City - Windsor Corridor than in any fourth quarter 
since 1990. 


Through it all, VIA’s people showed the kind of dedication 
to our customers, and to the success of passenger rail, 
that makes them the best in the business of passenger 
transportation. Despite frequent, often severe disruptions 
of service caused by forest fires, power blackouts, and 
steadily increasing freight traffic, the dedicated efforts of 
our employees helped keep customer satisfaction ratings 
high. Yield — a measure of revenues earned per passenger- 
mile — increased slightly. And while business was down 
throughout the industry, passenger rail performed better 
than many companies involved in travel and tourism. 


Throughout the year, VIA remained committed to a 
long-term strategy for growth, and our vision for the 
future as the Canadian leader in service excellence in 
passenger transportation. Projects under the Renaissance 
investment program, including the introduction of new 
equipment into service and modernizing our stations, 
progressed on course. We continued to refine and improve 
products and services in all parts of the country, from 
Vancouver Island to Halifax. We strengthened our inter- 
modal partnerships to combine the strengths of different 
transportation modes, in ways that meet our customers’ 
demands. For example, we reached a new agreement 
with WestJet which allows us to combine cross-Canada 
rail travel with convenient, low-cost return airfare and 
ground packages. 


And we continued to make innovation a fundamental 
value of the corporation. 


In 2003, VIA’s innovative use of technology to streamline 
access for customers broke new ground. We tested wireless 
Internet access on board our trains, and introduced self- 
serve ticket kiosks at busy stations, enhanced our already 
successful Internet booking engine, and upgraded systems 
for telephone sales operations. These innovations helped 
earn VIA recognition from both the Ontario government 
and the Canadian Chamber of Commerce for excellence 
in business technology. 


Perhaps most importantly, we continued strengthening 
the spirit of innovation and entrepreneurship at VIA, and 
reinforcing a team of professionals who are passionate 
about the success of passenger rail in Canada. Following 
comprehensive consultation with employees at all levels, 
we improved communications, training and development, 
and employee involvement in pursuing VIAS strategic 
goals. With a clear, well-understood management and 
accountability framework in place, and effective recognition 
of excellent performance, the people at VIA are creating 
one of the most highly skilled, deeply committed, capable 
business organizations in the country. 
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This is an organization that is ready and able to continue 
delivering, and improving, the high-quality and cost-effective 
service Canadians expect from their national passenger 
rail service. 


There are many challenges ahead for passenger rail in 
2004. For the travel industry as a whole, recovery from 
the dismal market conditions of the year gone by is forecast 
to be slow. But VIA has emerged from the year more 
determined than ever to deliver the best possible service 
to Canadians. 


With the right tools, passenger rail will continue to grow 
as part of the efficient, well-coordinated, multi-modal 
transportation system Canada needs for the future. 


The Year in Review 


The 2003 travel market 

Industry analysts have used the phrase “a perfect storm” 
to describe the unusual, and unpredictable, combination 
of events that struck Canadian travel and tourism markets 
in 2003. The market was already struggling throughout 
2002 with the lingering aftermath of security concerns, 
following the terrorist attacks the previous fall in the 
United States. In 2003, renewed security concerns, 
outbreaks of contagious disease, and natural disasters 
combined to create an unprecedented decline in travel 
and related spending. 


VIA, in fact, managed to resist the downward trend that 
started in 2001 better than most carriers. For example, in 
terms of passenger-miles, traffic in the Quebec City - 
Windsor Corridor grew four per cent overall in 2002, with 
even stronger growth in business travel. Some of our 
tourism products set new records that year, with ridership 
on VIA’s Bras d'Or excursion train to Cape Breton Island 
increasing by 20 per cent and cost recovery reaching 122 
per cent — a remarkable 39 per cent increase for the year. 


VIA had good reason to expect this positive trend for 
passenger rail to continue in 2003. During the first two 
months of the year, total revenues kept growing. 


The war and renewed security concerns 

In February, however, news of the impending US war with 
Iraq raised new security concerns and uncertainty in the 
travel industry. This, along with a slow world economy 
and repeated terror alerts from the US in the following 
months, slowed travel from foreign markets. Travel to 
Canada from the US was especially affected by these 
factors, as well as by a weakening US dollar. 
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Health concerns 

Then in March, the first cases of Severe Acute Respiratory 
Syndrome (SARS) were confirmed in Toronto. Concerns 
about travel risks related to contagious diseases had 
already flared up after a brief outbreak of the Norwalk 
virus in Vancouver. The SARS outbreak brought these 
concerns to a peak, as the World Health Organization 
issued a warning about travel to the Toronto area in April. 
This travel advisory had an immediate impact; following 
the advisory, visitor soending in Toronto fell more than 
70 per cent compared to the same period in 2002. 


Soon after the onset of SARS, concerns about health 
risks were heightened even more when an isolated case 
of Creutzfeldt-Jacob (‘Mad Cow”) bovine disease was 
confirmed. As fear mounted, the entire Canadian travel 
market suffered a devastating downturn. Across the country, 
business travel dropped, tour operators cancelled bookings, 
and individuals, especially international travellers, were 
reluctant to travel to or within Canada. 


Forest fires in Western Canada 

In August and September, VIA was on alert to help 
evacuate residents threatened by massive forest fires in 
Alberta and British Columbia. Although evacuation 
assistance was not required, the intense fires significantly 
disrupted VIA operations. While no train services had to 
be cancelled, fires burning close to rail lines frequently 
forced trains to be short-turned and delayed. 


The fires had a devastating effect on the region, one of 
the world’s top adventure and eco-tourism destinations 
for American and Asian travellers. Much of the tourism 
industry was virtually shut down, as large areas of the 
region were closed to hiking, camping and other 
tourism activities. 


Blackout in Ontario 

In August, a surge in the power grid in Ohio caused a 
long electric blackout covering most of southern Ontario, 
bringing much of the transportation system to a halt. The 
airline industry, in particular, was paralyzed. 


VIAS trains continued to operate, but services were 
severely disrupted as some of Canada’s busiest stations 
were plunged into darkness. Train delays up to seven 
hours inconvenienced passengers; mounting frustration 
added a further dampening effect on an already depressed 
travel market. 


Hurricane in the Maritimes 

In October, Hurricane Juan became the most damaging 
storm in modern history for the Maritimes, according to 
the Canadian Hurricane Centre. The storm put much of 
VIAS service centre and station facilities in Halifax under 
water, tore the roof off of VIA’s former maintenance centre 
adjacent to the station, and shut down power for almost 
two weeks in some areas. 


For VIA’s customers, the storm meant further disruption 
of services and more frustration, leaving a lingering effect 
on market conditions in the region. 


Impact on VIA 

According to research by the consulting firm KPMG, the 
cumulative impact of natural disasters against a back- 
ground of health and security concerns helped to create 
one of the steepest declines in the Canadian travel market 
on record. Domestic travel by Canadians dropped by 
about eight per cent compared to 2002. Travel to Canada 
from the US dropped almost 14 per cent, while travel 
from other countries dropped 16 per cent. 
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The negative impact on passenger rail was significant. 
However, VIA was more successful in limiting this impact 
than many in the industry, with passenger trips falling just 
4.8 per cent over the year. By year end, VIA had success- 
fully recovered volumes in the Quebec City - Windsor 
Corridor, with the highest fourth-quarter volumes since 
1990. In the eastern part of that corridor, VIA succeeded 
in expanding its market share of public mode travel. This 
bodes well for continued recovery in 2004. 


VIAS year-end results and recovery plan are examined 
more closely in the Management Discussion and Analysis 
section of this report. 


VIA’s people respond to disaster 

As disasters struck — repeatedly — in 2003, the priority 
for every VIA employee was the safety and comfort of 
passengers. 


— At the height of the SARS crisis, staff at stations and 
on board trains worked hard to reassure concerned 
customers, and implement alternate boarding and 
arrival procedures for those worried about travelling 
into Toronto. VIA also developed a new health protocol — 
praised highly by Health Canada — to assist passengers 
who had potentially contracted a contagious disease. 


— Confronted with intense and potentially dangerous 
fires burning near rail lines in the West, train crews 
worked around the clock to prevent train cancellations 
and ensure passenger needs were met. 


— During the Ontario power blackout, employees used 
bicycles or car-pooled to get to work, and worked long 
hours to ensure passenger safety in darkened stations. 


Employees’ efforts on behalf of passengers did not go 
unnoticed. In one case, during the power blackout, a 
42-hour train trio turned into a harrowing 11 Y2-hour 
journey. Even though the train arrived seven hours late, 
passengers gave the locomotive engineers a standing 
ovation for getting them home safely. 
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Strategic objectives 


Unpredictable market conditions 
made it impossible to achieve 
the kind of revenue and ridership 
growth hoped for in 2003. 

But VIA’s long term strategic 
plan for the future of passenger 
rail remains on track; initiatives 
Supporting the Corporation’s key 
objectives throughout the year 
were an unquestioned success. 


Approved by the Board of Directors in 
2002 and launched early in 2008, 

the current strategic plan defines 

the priority objectives VIA must achieve 
if it is to fulfill its new mission and 
vision for the future. 


VIA’s mission 

is, by working together, to deliver safe, 
efficient and environmentally responsible 
services to travellers in Canada. 


VIAS vision 
is to be the Canadian leader in'service 
excellence in passenger transportation. 
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The critical goals set out in the long term 
strategic plan are as follows: 


Growth 


to be the first choice of travellers 
in all markets that VIA serves. 


Service 
to consistently provide travellers 
with excellent travel experiences. 


Safety 

to ensure a safe and secure work 

and operating environment for colleagues, 
customers and the general public who 
come in contact with VIA. 


Environment 

to meet the needs of customers 

in an environmentally sustainable and 
responsible manner. 


People 

to create an environment promoting a 
passionate commitment to VIAS 
business success. 


Entrepreneurship 

to move towards self-sufficiency by 
reducing government funding and 
applying savings to capital investment. 


In 2003, VIA made significant progress 
towards each of these long-term goals. 


Growth 


With revenues increasing five to ten per cent annually 
from 1997 to 2002, VIA has been able to significantly 
improve and expand passenger rail services for 
Canadians, while reducing the costs to government 
of operating these services. 


Growth in revenues, ridership and services continues 

to be a core focus of VIA’s strategic plan. While revenue 
growth was not achieved in 2003, VIA moved closer to 
the goal of becoming the first choice of travellers.’ 


Expanding market share 

The Quebec City - Windsor Corridor is the busiest travel 
market in Canada, and represents over 7O per cent of 
VIA’s business. In 2003, passenger rail became the first 
choice for a greater proportion of travellers in this market. 


VIA increased its share of the public mode travel market 
in the Corridor every quarter of 2003, with growth reaching 
more than four per cent year over year. With total pas- 
senger volumes in the Corridor exceeding normal levels 
and setting new records in the fourth quarter of 2003, 
VIA Is in a good position to maintain and expand these 
gains in 2004. 


Reducing trip times in time-sensitive markets 
In 2003, VIA achieved a remarkable 20-minute reduction 
in the best trip time between Montreal and Ottawa, making 
the train a more attractive choice for travellers on this 
route. As a result, VIA was able to increase revenues for 
this service, even under poor market conditions. 


The reduced trio times, and resulting revenue growth, 
were a direct result of investments made to improve the 
Montreal - Ottawa infrastructure in 2002, allowing passenger 
trains to operate safely at higher speeds. With additional 
infrastructure improvements, similar time reductions and 
growth can be achieved in other key Corridor markets. 
VIAS current investment plan, pending approval at the 
time of this report, addresses the need to improve infra- 
structure on these routes. 


1 — In 2003, VIA’s share of the public mode travel market in the 
Quebec City - Windsor Corridor rose more than four per cent 
over the previous year. (Pollara — 4th quarter 2003) 


New train frequencies and services 

Adding new frequencies in high potential markets — 
providing travellers with more convenient choices for 
departures and arrivals — has been critical to the growth 
of passenger rail over the past decade. VIA operates 
20 per cent more frequencies today than in 1990. Over 


the same period, in the Corridor-East (Toronto to 
Quebec City) alone, the number of frequencies went up 
37 per cent, which increased both revenues and ridership, 
while reducing the company’s reliance on operating funding 
from government by 56 per cent. 


In August 2003, VIA added a fourth Jasper — Prince 
Rupert weekly departure, which will continue to operate 
during peak tourism periods. Additional express services 
“planned for the Toronto - Ottawa - Montreal triangle have 
been put on hold, but will be introduced if the operating 
capacity of the rail infrastructure shared with freight 
trains can be optimized to handle increased traffic. 


Interest in expanding and adding new passenger rail 
services remains high in all parts of the country. During 
2003, VIA received requests from local communities, 
municipalities and provincial governments to consider 
offering additional services in Western Canada, Ontario, 
New Brunswick and Nova Scotia. VIA is evaluating the 
feasibility of such services, to determine if, and under 
what conditions, they could be provided without increasing 
costs to government. Any decisions based on these 
evaluations will, of course, be made by the Government 
of Canada. 
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Expanding intermodal partnerships 

VIA has been a leader in promoting intermodal services 
which improve the integration of passenger rail with other 
modes of travel, providing more convenient travel options 
for customers. In 2003, VIA continued the develooment of 
intermodal facilities with the integration of bus operations 
at the Halifax and Miramichi train stations, and examined 
options for better modal integration at other stations 
across Canada. 


In December, VIA reached an agreement with WestJet 
airlines in Western Canada to provide travellers with 
integrated, multi-modal packages to destinations served 
by both VIA and WestJet, allowing customers to combine 
rail and air travel in a seamless service. 


VIA also expanded interline agreements with two bus 
operators, Greyhound in Western Canada and SMT in 
the Maritimes, building on the partnerships established 
in 2002. 
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Service 


The quality of VIA’s services is legendary, top-rated 
internationally and consistently praised by rail passengers. 
High-quality service delivery has always been the 
foundation of VIA’s competitive edge in the marketplace, 
and remains critical to creating and keeping 

loyal customers. 


VIA maintained high customer ratings in 2003, with 
95 per cent of customers saying that service met or 
exceeded their expectations. 


New service level 

VIA introduced the new Comfort class, a redesigned 
and improved economy service, providing comfortable 
and affordable basic transportation across Canada, for 
travellers who do not wish to avail themselves of sleeping 
car accommodations. On transcontinental trains, Comfort 
class customers have access to the Skyline dome car, 
with its coffee shop and superb views of the countryside. 
In addition to complimentary pillows and blankets, 
Snacks and reasonably priced meals are available. 
Travellers in Comfort Class may also enjoy dining car 
service, with the exception of the Silver & Blue" dining 
car during peak season. 


New and improved passenger cars 

VIA continued to introduce its new, Renaissance passenger 
Cars into service. First launched on the Enterprise overnight 
service between Montreal and Toronto in 2002, the new 
equipment is now available on all trains between 
Montreal and Quebec City, and on certain trains between 
Montreal and Ottawa and Montreal and Halifax. The initial 
revenue-testing phase identified several technical issues 
that are being addressed through a staged equipment 
modification program. 


The self-propelled Rail Diesel Cars used for passenger 
services on Vancouver Island and between Sudbury and 
White River have been completely overhauled and are 
now back in service. The refurbished equipment provides 
customers with additional comfort, and much more reliable 
travel. Also in Western Canada, VIA introduced Panorama 
dome cars on the Skeena™, in conjunction with a new 
improved level of service, offering customers a much 
enhanced visual experience on their journey through the 
mountains and along the Skeena River. 


Upgrading stations 

Over the past four years, VIA has invested in upgrading 
and enhancing the quality and appearance of stations, 
and improving passenger comfort. Important renovations 
and improvements were completed at 25 major passenger 
stations while work continued across the network, focusing 
on general repairs, painting, upgrading heating and cooling 
systems, and site repairs to parking lots and platforms. 


For example, VIA completed major renovations at the 
Pacific Central Station in Vancouver. The renovations 
included the expansion of the Silver & Blue lounge, improved 
access to the departure terrace, new ticket counters 
and the relocation and installation of a baggage conveyor. 
In line with the Renaissance station development program, 
the work has preserved the beauty of the heritage station 
while giving customer facilities a more modern look and 
better utility. 


In Halifax, VIA completed a $2.9 million redevelooment of 
its heritage station, including major repairs and improved 
rental soace to generate new revenue. The facility is now 
a productive intermodal station serving both passenger 
rail and regional bus passengers, integrating the trans- 
portation activities of Acadian Bus Lines. In addition, new 
tenancies have filled much of the vacant space. 


VIA also completed energy conservation projects at various 
stations and installed wayside power facilities. These 
facilities provide the electricity needed for cooling, refrige- 
ration and heating systems while trains are in the station 
or parked in the maintenance centre yard. This allows for 
a reduction in engine idling and reduces fuel consumption, 
as well as greenhouse gas emissions. 


Enhanced e-business services 

VIA has pioneered the innovative application of technology 
to allow customers faster, more convenient access to 
passenger rail ticketing and reservations. VIA was the 
first passenger train company in the world to access 
the airline computer reservation system in 1995 and the 
first to create an online Internet booking service in 1997. 
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The Canadian Chamber of Commerce named VIA's Web 
site the Best Business-to-Consumer Web site for a large 
Canadian enterprise in 2003. VIA'S online booking and 
research services currently draw approximately 500,000 
visitors per month. The Web site attracted a 60 per cent 
increase in new users during the year. Approximately 
16 per cent or $34.8 million of all 2003 sales were 
booked online. 


VIAS customized online booking service for the Ontario 
provincial government also received a Gold Award at the 
Public Sector Quality Fair 2003. The streamlined booking 
service for government employees, which helps to make 
VIA their first travel choice for intercity trips, was expected 
to save the Ontario government an estimated $300,000 
~ in travel transaction fees for the year 2003 alone. 


In 2003 VIA became the first and only passenger trans- 
portation company in Canada to offer customers the 
option of both reserving and purchasing travel tickets 
through the use of self-serve kiosks. Thirty-three self- 
service ticketing kiosks have been installed at major stations 
in the Quebec City - Windsor Corridor. These kiosks help 
to eliminate the need for customers to wait in line during 
peak travel periods, while reducing the costs of ticket 
sales for VIA and allowing ticket office employees to 
concentrate their efforts on promoting and selling our 
products to customers who prefer personal interaction. 


In partnership with Bell Canada, Intel and PointShot 
Wireless, VIA conducted extensive testing of wireless 
Internet access in selected V/A 7 cars between Montreal 
and Toronto — the first passenger carrier in Canada to 
test such service. Wireless access has the potential of 
giving VIA a competitive advantage by enhancing busi- 
ness traveller productivity. Many customers have asked 
to travel exclusively in the “connected cars” during the 
tests. The feasibility of offering wireless services On a per- 
manent basis will be evaluated in 2004. 


Lastly, VIA added procurement activities to its Web site 
so that prospective suppliers from anywhere in the world 
can register and view a list of current opportunities for 
doing business with VIA. In addition to opening up access 
to a wider selection of suppliers, VIA has also found buyers 
for some of its surplus assets through this same site. 
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Improved V/A Préférence program 

VIA’s customer reward program, WA Préférence", has 
been highly successful since it was introduced in 1996, 
and VIA has continually improved the program to better 
recognize and serve its best customers. In 2003, the 
program was redesigned to make it more efficient and 
responsive to the individual needs of members. 


VIA changed the way inbound communications from 
VIA Préférence members are handled to provide a more 
personal, customer-focused service. In the past, many 
calls, letters, faxes and e-mails from V/A Préférence members 
were handled by a marketing firm on VIA’s behalf. Now, 
this gap between customers and VIA staff has been 
eliminated. All communications from members are handled 
directly by VIA’s own customer service specialists. This 
not only allows VIA to build stronger, more persona 
relationships with active train travelers: it helps VIA gain 
much better knowledge and understanding of each 
customer's travel needs and priorities, and deliver a service 
that resoonds to those needs. 


In addition, telephone sales and customer relations agents 
now have access to the V/A Préférence database, including 
customer profiles. Agents can view this information while 
serving customers to ensure more personal, customized 
service for VIA Préférence members. 


In response to member feedback, VIA has also intro- 
duced more reward options, including one-way trips, 
children’s tickets and cash upgrades for V/A 7 travel, and 
made significant improvements to the WA Préférence 
Web site. These changes provide more flexibility, greater 
value and better recognition to the Corporation's most 
loyal customers. 
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Health, Safety and Security 


The safety and security of every customer and 
employee is the number one priority for VIA. 
Attention to safety is integrated into every aspect of 
VIA’s operations. Safety roles, responsibilities and 
accountabilities are clearly defined and documented. 


VIA health and safety committees play an important 
role in this process, helping to identify and recommend 
corrective actions to potential causes for injuries, and 
assisting in safety and health related investigations. 

VIA has created two safety and health policy committees 
to provide system-wide support to the workplace 
committees. All health and safety committees consist 
of members of both VIA management and our two 
major unions, Canadian Auto Workers and Teamsters 
Canada Rail Conference. 


Workplace Committee and Policy Committee activities 
are closely monitored by VIA’s frontline management, 
by the Director, Safety, Health and Regulatory Affairs 
and by the Chief Operating Officer. Safety and Health 
related issues and activities are also reviewed, as required, 
by VIA's full executive through its Management 
Committee meetings. 


Safety Management System 

Transport Canada conducted an implementation audit of 
VIAS Safety Management System in the fall of 2002, issuing 
its report in 2003. The audit included an exhaustive 
review of all components of the system, including the setting 
of annual safety targets, reporting and accountability 
procedures, employee involvement, risk management 
and compliance with rules and regulations. 


In its findings, Transport Canada recognized the efforts 
and commitment required of VIA management, unionized 
employees and representatives to achieve success. 
Transport Canada also identified opportunities for further 
improvement to the Safety Management System. VIA’s 
internal safety partners reviewed these suggestions and 
submitted implementation plans. 
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Transport Canada scheduled a follow-up audit in early 
2004. This audit will focus on specific areas within VIA's 
operational processes and procedures. 


Corporate Security Master Plan 

VIA has increased efforts to address security issues in 
recent years, working closely with the rail industry to 
improve the detection of threats to travellers and 
employee security, and to develop appropriate responses. 
These efforts continued in 2003, with a new Corporate 
Security Master Plan which identifies actions to be taken 
to protect the Corporation, its employees and its customers 
from external acts that may cause loss or harm. 


Additional security measures include the introduction of 
new identification cards for employees, improved surveil- 
lance during passenger boarding, and increased use of 
assigned seating. VIA continues to work with federal 
agencies and police forces, as well as CN, CP, GO Transit 
and other freight and passenger transportation services, 
to share information, standardize security practices, and 
improve communications on security issues. 


VIA has also developed a new partnership with the RCMP 
in 2003, to implement the force’s Jetway transportation 
security program. Customized to suit passenger rail opera- 
tions, the program provides new methods of investigating 
and reporting security incidents, as well as identifying 
potential risks. 


Upgrading management systems 

In December 2003, VIA’s Vancouver and Winnipeg main- 
tenance centres received ISO 9001:2000 certification for 
their Quality Management systems. The certification covers 
servicing, repair and equipment maintenance activities. 
The Montreal Maintenance Centre had received the same 
certification the previous year. 


Environment 
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Transportation is the largest single energy user and 
contributor to greenhouse gas emissions in Canada. 
While passenger rail is one of the most environmentally 
sustainable modes of public transportation, VIA is 
committed to continually improving its operations to 
protect Canada’s environment and the health of 
Canadians. 


Environmental reporting is an integral part of the 
Corporation’s managernent and accountability 
framework. VIA’s vice president for Environment 
reports to the Board of Directors, senior management 
and employees on the status of all environmental 
initiatives. 


Environmental Management System 

VIAS Environmental Management System (EMS) encom- 
passes all environmental policies, procedures and 
guidelines at VIA. A new EMS manual was developed in 
2003, which includes VIA’s Environmental Policy, and 
defines the EMS framework and its environmental 
requirements. The manual sets out employees’ respon- 
sibilities and accountability under the EMS, and describes 
the processes necessary to plan, implement, monitor and 
improve the system. In 2004, the manual will include 
work instructions for employees to conform to the 
Environmental Policy and EMS requirements. 


A permanent, cross-functional Environmental Planning 
Committee has been established to periodically review 
the application of the EMS, and to act as consultant in its 
development, implementation and continuous improvement. 
The Committee also monitors performance, proposes 
and plans initiatives, promotes environmental awareness, 
and liaises with outside agencies. Members of the committee 
represent every department of the Corporation. 


In addition, VIA has developed a new Environmental 
Assessment Program to allow employees to assess the 
conformance of VIA's facilities and operations to applicable 
environmental legal requirements and best management 
practices. Results of assessment surveys undertaken 
through this program are recorded for departmental 
review and action. 
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The Corporation has maintained ISO 14001 certification 
for its maintenance centres. À separate EMS manual for 
Maintenance Centres reflects differences in procedures 
that are required to comply with the ISO standard. This 
EMS manual includes environmentally approved operating 
procedures specific to maintenance centres and designed 
to minimize the environmental impact of their operations. 


Locomotive efficiency 

VIA purchased 21 new General Electric P-42 locomotives 
in 2002. These locomotives were built to the US EPA 
standards and have significantly improved the efficiency 
of VIA's operations. 


VIA continues to operate older General Motors F-40 
locomotives. A new system to automatically shut down 
engines during layover and heating them with wayside 
power in winter was investigated in 2003. Such a system 
would reduce fuel consumption by significantly reducing 
idling time, and thereby reduce emissions as well. This 
system will be implemented during the remanufacture of 
these locomotives, scheduled to start in 2005. 


A locomotive shut down program, when weather permitted, 
was implemented in 2003 to reduce fuel consumption, as 
well as emissions from idling. 


Waste management 

The EMS and existing procedures provide for the safe 
and responsible disposal of waste materials at all VIA 
facilities. VIA continues to refine its practices to ensure 
adequacy and consistency in waste management activities 
at maintenance centres, stations and offices. In addition, 
pilot-tests for recycling and re-use programs were 
conducted in 2003 by local VIA Green Teams at major 
stations and on board VIA trains. 


All passenger cars used in Corridor services have been 
modified to include full retention toilets. By the end of 
2003, 50 per cent of the fleet used in Western Canada 
and Eastern Canada long haul services had been modified 
to include waste retention. Modification of all cars will be 
completed by 2005. 
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People 


VIA’s success is due to the quality of its people — 
people who have proven themselves to be highly skilled 
and deeply committed to the well-being of customers, 
and passionate about the future of passenger rail in 
Canada. This passion and commitment were evident 
throughout 2003, as employees were called upon time 
and again to respond to difficult situations. 


Throughout the year, VIA continued to work with 
employees to strengthen an environment where 
people are listened to with respect, encouraged to 
take responsibility for their jobs, and rewarded for 
exceptional performance. 


Increased communication with management 

VIA conducted an Employee Opinion Survey in July, 
2002, in order to determine how VIA employees them- 
selves perceive the company, and to identify ways to 
improve the work environment for employees. The results 
of the survey present a very encouraging picture of the 
corporate culture at VIA. The vast majority of employees 
feel that VIA is the best transportation company in 
Canada. A full 96 per cent believe that the work they do 
iS Important to that success. 


At the same time, the survey identified important opportu- 
nities to improve the way VIA’s employees work as a team. 


One primary concern raised by employees was the need 
to improve the quantity and quality of face-to-face 
communications between employees, managers and 
senior executives. As a result, VIA launched a series of 
“town hall” meetings across the country in the summer 
and fall of 2003. At these meetings, senior management 
shared the latest progress toward our strategic chal- 
lenges and invited employees to ask questions, comment 
and make suggestions. 


In addition, VIA’s executive team established ongoing 
“Directors’ Town Hall” meetings with senior management 
throughout the Corporation. These forums are designed 
to deepen directors’ understanding of VIA’s business 
challenges, as well as their own role in communications. 
Directors are provided with the latest company news, 
events and progress on VIA’s business strategy, so they 
can in turn communicate these issues to their teams. 


Managers are required to meet with their employee 
teams on a regular basis, and ensure that issues raised by 
employees are resolved or addressed in a timely fashion, 
thereby reinforcing the importance and the utility of 
face-to-face communications. 


Training and development 
Results of the employee opinion survey, and “town hall” 
meetings on VIA’s strategic plan, were used to enhance 
all VIA training and development programs. For example, 
employees identified the need for improved training for 
Customer Service Managers. 


A new 13-day management skills program for new service 
managers in the Quebec City-Windsor Corridor was 
implemented in March of 2003. Also, a new three-day 
refresher program, concentrating on communication and 
leadership skills, was developed for existing front-line 
managers. 


Several new training and development initiatives focused 
on advanced management skills were also developed in 
2003, For example, director-level managers attended a 
finance course for non-financial managers, designed 
specifically for VIA in collaboration with McGill University. 
Two additional sessions are planned for 2004. As well, 
high potential young managers are encouraged to enrol 
in a Masters of Business Administration Program. 


E-learning initiative 

VIA began developing and testing innovative “e-learning” 
programs in 2003, to make information and skills develop- 
ment available to all employees across the network. The 
e-learning program will be implemented in 2004, focusing 
on modules that enhance safety awareness, knowledge 
of new VIA products and services, basic management 
learning aids and desktop systems used at VIA. 


Entrepreneurship 


Entrepreneurial initiatives that maximize opportunities 
for growth, reduce costs, and achieve a positive return 
on investment are essential to VIA’s strategic plan. 

VIA has significantly reduced the need for government 
operating funding through such initiatives since 1990. 
Over this period, while cutting operating funding by 

56 per cent, VIA has also increased the number of train 
departures in central Canada by almost 30 per cent, 
invested in modernizing the transcontinental passenger 
fleet, and increased revenues across the network. 


Investing in growth 

VIA believes that it is realistic to aim at achieving full 
self-sufficiency on all passenger services in the Quebec 
City - Windsor Corridor, and for tourism services during 
peak operating periods. If achieved, the government 
would incur no operating costs for these services. 


Capital investment is necessary to reach this objective. In 
order to achieve self-sufficiency, VIA needs to continue 
growing revenue and ridership, and this requires equipment 
and infrastructure that will allow VIA to meet the demand 
for more frequent and faster train services. 


VIA continues to explore options for investing in Canada’s 
passenger rail service, identifying those opportunities which 
would be most cost-effective, and which would ensure 
the greatest and most rapid return on investment, while 
improving the efficiency of the transportation system as 
a whole. Detailed assessments of these opportunities are 
provided to the Government of Canada, on an annual 
basis, for consideration in the development of national 
transportation policies and initiatives. 


Market-based pricing 

VIA maintains a flexible pricing structure that reflects the 
product value being offered, responds to changing market 
conditions, and maximizes revenues. In 2003, VIA intro- 
duced new features to its yield management system to 
more accurately forecast demand for full-fare and discount 
fare seat inventory, with the goal of increasing revenue 
per mile. 


In response to the continuing decline in travel throughout 
the year, particularly from international markets, VIA 
shifted advertising and marketing resources to 
strengthen domestic ridership. Targeted promotions, 
such as VIA's participation in the “Canada Loves Toronto” 
coalition, the “Hot Summer Deals Event” plus other specials 
throughout the year, helped to curtail the effects of 
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declining ridership. In October, VIA launched its first 
Web-based promotion to stimulate travel through online 
bookings for Corridor trains, including connections to and 
from Eastern Canada. 


Improved asset management 

VIA continually explores ways to maximize the utilization 
of assets, including both the passenger fleet as well as 
station properties. For example, equipment cycling allows 
the best use of locomotives and passenger cars. By 
closely monitoring medium and long-term fleet plans, 
assets that are not needed in the short term are stored, 
in order to minimize maintenance costs. 


VIAS station renewal program provides customers with 
more modern and convenient facilities, but also increases 
the value of these assets to the Corporation. In 2003, 
modifications to facilities at Vancouver, Halifax, Toronto, 
Bathurst and other stations across the network have 
improved ticketing and baggage handling, and increased 
VIA'S prominence in these markets. In addition, a major 
redevelopment of Halifax Station has generated new 
tenancy and parking revenues. 


Developing new partnerships 

Throughout 2003, VIA explored new partnerships with 
stakeholders to share the costs, and the risks, of developing 
new products and services. For example, VIA worked 
with lATA-affiliated travel agencies to implement automated 
billing and account settlement, which will encourage travel 
agents to move more bookings for services across Canada 
online. In addition, VIA worked with Government of Ontario 
travel agencies to make large corporate accounts fully 
accessible through VIA’s Web site. 


A wide range of new partnerships are either in place or 
under discussion in regions across the country. For example, 
VIA started discussions in 2003 with the City of Guelph 
to develop a new inter-regional transportation centre at 
VIA'S passenger station. 


Reducing distribution costs 

Improved telephone sales technology and Internet booking 
services have helped make VIAS services more accessible 
to both customers and travel agents, while reducing VIAS 
distribution costs. Similarly, the self-serve ticketing kiosks 
introduced in 2003 at major Corridor stations have 
proven popular with customers, and cost-effective for VIA. 
Within only three months of their installation, the kiosks 
were gaining acceptance, accounting for five per cent of 
ticket sales at these stations. 
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Corporate Governance 


VIA’s Board of Directors plays a critical role in providing 
oversight and direction for the management of VIA, 
and ensuring that the long-term strategic policy of 
the corporation reflects the best interests of the 
shareholder. As VIA is a Crown Corporation, the 
shareholder is the Government of Canada and 

— ultimately — the people of Canada. 


Review of corporate governance practices 


A) Independent Review 

Corporate governance has been thoroughly reviewed 
and plans have been put in place to direct on-going 
improvement at VIA. The result is the emergence of an 
innovative, effective and wholly modern governance system 
at the Corporation. The process and results of the changes 
are described below. 


In 2002, the Public Policy Forum, an independent organization, 
reviewed the governance culture, structure and practices 
of VIA’s Board of Directors. The review concluded that 
VIA’s Board is functioning well. Both management and 
Directors give the Board high ratings for its effectiveness, 
noting recent improvements in the Board’s structure and 
rigour in its decision-making process. Directors are seen 
to represent a diversity of regional interests and other 
backgrounds that have served the Corporation well. 


The Public Policy Forum also found that the relationship 
between management and the Board is strong, with 
ample evidence of mutual respect and trust, a situation 
that is due in part to the Directors’ consistent focus on 
policy rather than operational issues. 


In addition, shareholder relations were found to be 


increasingly professional and efficient. The shareholder, 
represented by the Minister of Transport and public 
servants, were also found to be generally pleased with 


how VIA is working. 


The review concluded that the Board is discharging most 
of its “high-level” stewardship functions efficiently and 
effectively. However, the Public Policy Forum offered a 
number of recommendations to further enhance the 
effectiveness of the Corporation 


As a result of the review's findings, VIA implemented 
several initiatives to improve corporate governance in 
2003. The program was developed to reflect and reinforce 
the special role of VIA’s Board of Directors, which is quite 
different from that of a board in a private sector corporation. 


B) Unique Context 

For corporate governance purposes, VIA is a public sector 
entity with a profound difference from its private sector 
counterparts. It is an instrument of government policy in 
transportation, employment and capital expenditure, 
with a mandate that is fixed by statute and regulation 
under the Canada Transportation Act. The only shareholder 
is the Government of Canada. There are no external 
investors. All aspects of corporate management and 
operations are overseen by Parliament (standing and ad 
hoc committees of the House of Commons and the 
Senate), Transport Canada, the Minister of Transport, the 
Department of Finance, the Treasury Board, the Minister 
of Finance and the Auditor General. 


VIA is subject to the Financial Administration Act. It 
thereby has restrictions on transactions, as well as audit 
restrictions and an internal audit function (by an external 
audit firm). Every year, the Corporation is audited jointly 
by an independent auditor and the Auditor General. VIA 
is also subject to Treasury Board restrictions and to a 
five-year special examination (a comprehensive, “value 
for money” audit). VIA’s annual budget, operating plans 
and strategic plans are filed and reviewed by the Minister 
of Transport, Transport Canada, the Department of Finance 
and the Treasury Board. VIAS annual reports are filed and 
reviewed with the Minister of Transport and tabled with 
both Houses of Parliament. 


In addition, VIAS activities are subject to extensive 
day-to-day review and regulation by Transport Canada, 
the Transportation Safety Board, the Canadian 
Transportation Agency, the Canadian Industrial Relations 
Board, Labour Canada, the Canadian Human Rights 
Commission, the Commissioner of Official Languages 
and the Privacy Commissioner. It is also governed by 
the Canada Transportation Act, the Rail Safety Act, 
the Financial Administration Act, the Official Languages 
Act, and the Human Rights Act. 


C) Gold Standard For Corporate Governance 

With these considerations in mind, VIA developed a five- 
part program to enhance corporate governance. The first 
three components of the program were implemented in 
2003, and implementation of the fourth was well under way. 
The fifth component will be implemented early in 2004. 


Board mandate and agenda 

The first component of the program was to define the 
Board’s mandate, and establish the annual agenda for Board 
business. It was felt that this was particularly important 
given the unique nature of corporate governance at VIA. 


Corporate governance manual 

All Directors are now provided with a corporate governance 
manual, which sets out the Corporation’s mandate, Board 
committees, corporate bylaws, and summaries of legislation 
governing VIA’s operations. 


Orientation and training for Directors 

A two-part orientation and training program for new 
members of VIA’s Board of Directors is being implemented. 
The first part, provided by the Government of Canada, 
includes a general orientation to corporate governance in 
Crown Corporations. The second part, customized 
specifically for VIA, provides training in matters unique to 
VIA’s mandate and operations. This training will be imple- 
mented in 2004. 


Regular Board evaluations 

A process for conducting regular evaluations of Board 
performance, in consultation with the Board members 
themselves, has been established. The first such review 
was completed in 2003. 


Improved communications 

A confidential, secure Web site for use by Directors has 
been developed, and will be operational in 2004. The 
Web site will make information and documentation easily 
accessible to Board members, including information on 
VIA’s corporate activities, as well as relevant legislative 
and regulatory issues. In addition, the site will provide 
secure e-mail communications between Board members. 
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Management Discussion 
and Analysis 


This discussion and analysis presents data and comments 
on the Corporation's financial position and results of 
operations for the year 2003. It should be read in 
conjunction with the Financial Statements, which follow. 


Since the last Special Examination of VIA in 1998 concluded 
that there were 3 significant deficiencies, the Board of 
Directors noted the clear progress and continuous improve- 
ments in Management practice when the Auditor General 
tabled the following introduction of the 2003 Special 
Examination report. The 2003 report also identified other 
improvements to the effectiveness of VIA’s management 
systems and practices. 


To: The Board of Directors of VIA Rail Canada Inc. 
Objective of the Special Examination 


1. The Financial Administration Act (FAA) requires VIA 
Rail Canada Inc. to undergo a special examination at least 
once every five years. The purpose of the special examination 
is to determine whether VIA is maintaining systems and 
practices in a way that provides reasonable assurance 
that its assets are safeguarded and controlled; its financial, 
human, and physical resources are managed economically 
and efficiently; and its operations are carried out effectively. 


Special Examination Scope and Approach 


2. We based our special examination plan on a preliminary 
survey of VIA’s systems and practices that contribute to 
achieving the Corporation’s expected results (see 
Appendix B), and an analysis of the risks associated with 
them. We presented the plan to the Board’s Finance and 
Audit Committee on 2 December 2002. The plan outlined 
the systems and practices that we would examine in 
detail — the systems and practices that are essential to 
ensuring that assets are safeguarded and controlled, that 
resources are managed economically and efficiently, and 
that the operations are carried out effectively. Other systems 
and practices included in the preliminary survey were not 
selected for detailed examination, because our analysis 
indicated that their significance and the associated 
risks did not have a decisive impact on VIA's activities. 
The plan defined the criteria by which we would assess 
the appropriateness of the systems and practices we 
examined (see Appendix A). The examination took place 
between May 2002 and January 2003. 


3. Our responsibility is to express an opinion as to 
whether, during the period under examination, there was 
reasonable assurance that there were no significant 
deficiencies in the systems and practices examined. Our 
examination was carried out in accordance with the plan 
and the standards for assurance engagements of the 
Canadian Institute of Chartered Accountants. Accordingly, 
it included such tests and other procedures as we 
considered necessary in the circumstances. 


4. During our special examination, we interviewed 
members of the Board of Directors, management, and 
employees. We examined key documents, met with 
Transport Canada and CN representatives, and visited 
certain VIA facilities. We also relied on internal audit work 
in the areas of management of food and beverage stocks 
(Montreal and Toronto services centers); service delivery 
in the Eastern Corridor and southwestern Ontario; 
management of risk and assurances; inspection and 
maintenance; and contracting policies. Finally we used 
the findings of certain assessments conducted by qualified 
specialists, particularly those that dealt with governance 
and the safety management system. 


5. We excluded from our special examination the infra- 
structure project for high-speed train in the Quebec City 
- Windsor Corridor because the project was still being 
studied and had not received backing from the government. 
In addition, we conducted only a limited audit with 
respect to the code of ethics developed by the 
Corporation because our Office has another audit project 
under way at VIA, examining advertising contracts, public 
opinion research contracts and sponsorship programs 
in federal departments and Crown corporations. The report 
to Parliament on that audit is planned for November 
2003. A number of ethical questions will be examined 
during the audit. 


Opinion 


In our opinion, with respect to the criteria established 
for the examination, there is reasonable assurance 
that there are no significant deficiencies in the 
systems and practices examined. 


Ae te oe OES 


Sheila Fraser, FCA 
Auditor General of Canada 


Montréal, Canada, 31 January 2003 


Revenue and ridership 

As discussed earlier in this report, 2003 has been a 
disastrous year for the tourism and transportation industry 
in Canada. Events beyond VIASs control have had a negative 
impact on VIA’s revenues and ridership. 


Total revenues for 2003 were $250.3 million, a drop of 
$20.5 million, or 7.6 per cent compared to 2002. With 
3.8 million passengers carried in 2003, ridership dropped 
4.8 per cent compared to the previous year. For the 
first time in many years VIA’s revenue/cost ratio 
decreased, falling to 58.5 per cent compared to 64.5 
per cent in 2002. 


Per cent decline by region, 2003 vs. 2002 


Passenger 
Ridership Revenue 
Corridor East 
(Toronto to Quebec City) -0.8% -2.3% 
Corridor West 
(Toronto to Windsor) So NAS 
Eastern 
(Montreal to Halifax) -10.4% IA 
Western 
(Toronto to Vancouver) 2 214.0% | _ = 18.6% 
Total system -4.8% -8.9% 


The most significant declines were on routes where 
leisure and tourism travel dominate. Business travel 
accounts for a substantial proportion of VIASs ridership, 
and was less vulnerable to the negative market conditions 
in 2003. As a result, the decline in revenues and ridership 
in the Quebec City - Toronto Corridor was comparatively 
lower, which helped to mitigate the impact on the system 
as a whole. 


Performance relative to the industry 

While the bottom-line results compared to 2002 are less 
than satisfactory, VIA’s results compare favourably with 
industry averages. While direct comparisons are difficult, 
it seems clear that VIA performed significantly better 
than most companies in the travel and tourism industry. 
The travel market as a whole experienced much steeper 
declines in volumes than VIA, and estimates show that 
the drop in total travel and tourism spending was much 
greater than the drop in VIA’s revenues. 


VIA’s performance in context 


Decline in US travel to Canada «) 13.7% 
Decline in Overseas travel to Canada «) 16.0% 
Decline in domestic travel (2) 8.0% 


Decline in VIA ridership 4.8% 


Sources: 1) Statistics Canada, Q3 Reports; 2) Statistics Canada, Q2 Reports 
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In the Quebec City - Windsor Corridor, VIA’s market share 
of public mode travellers increased each quarter of 2003, 
with a total increase of 4.2 per cent. Air travel lost market 
share by 3.3 per cent, and bus services by 0.9 per cent.’ 


In the last quarter of 2003, VIA’s passenger volumes 
increased significantly in the Quebec City - Windsor Corridor, 
reaching the highest passenger volumes attained in any 
fourth quarter since 1990, indicating that passenger rail is 
recovering ridership gains achieved in recent years. 


Operating costs 
Cash operating expenses for 2003 were $431.4 million, an 
increase of 1.7 per cent over 2002. 


VIA was able to mitigate the impact of the revenue 
decline in 2003 by implementing tight cost controls in 
areas such as compensation, train operations, on-train 
product costs, and fuel expenses. Compensation costs 
were reduced by not staffing vacant positions, controlling 
labour levels and optimizing operations. Non-compensation 
operating costs were also reduced significantly compared 
to the previous year, including $0.4 million savings in fuel 
costs and reductions of $0.8 million in linehaul charges 
due to shorter trains. Savings in on-train product costs 
produced a $1.0 million reduction while marketing revenue 
driven and telecom expenses were cut by $1.7 million. 


As a result of these efforts, VIA was able to offset more 
than 60% of the $33.6 million shortfall in its 2003 revenue 
budget with cost savings. To cover the remainder of the 
shortfall, VIA received approval from the Treasury Board 
to reallocate $12.6 million of unspent capital funding, thus 
ensuring that there were no additional costs to government 
this year as a result of 2003's depressed travel market. 


VIA will continue to streamline costs in 2004 wherever 
possible. However, since over 80 per cent of operating 
costs and employees are tied to basic train operations, 
significant cost reductions can only be achieved by 
reducing services. Barring service cuts, further reductions 
in VIAS operating subsidy can only be achieved by 
increasing revenues. At this time, significant revenue 
growth depends upon capital investment to increase 
the capacity of the rail infrastructure, reduce trip times, 
add frequencies and improve on-time performance of 
passenger trains. 


3 — Pollara — Continuous tracking telephone survey 
(Toronto, Montreal, Ottawa, Quebec City), 4th quarter 2003 
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Management Discussion 
and Analysis 


On-time performance 

On-time performance decreased from 84 per cent in 
2002 to 73 per cent in 2003, lower than it has been at 
any time over the past 16 years. VIA recognizes that this 
is a very critical problem, with potentially disastrous 
effects on VIAS financial performance if the root cause of 
the problem is not addressed quickly. Increasing freight 
traffic on the rail infrastructure, operating in ways that are 
incompatible with efficient passenger service operations, 
will seriously limit VIA'S ability to continue increasing 
revenues and reducing costs if it is unable to operate its 
services on schedule. Deteriorating performance will lead 
to lost business, lower revenues, and possibly higher 
costs to government. 


Of the train delays experienced in 2003, only 20 per cent 
were directly under VIA’s control. A significant proportion 
of these delays were related to the introduction of new 
equipment. The different operating characteristics of new 
locomotives and passenger cars required that schedules 
be adjusted; however, schedules could not be adjusted 
effectively until the equipment was tested and evaluated 
in service. Once field operating characteristics were deter- 
mined, schedules were adjusted appropriately. 


VIA continues to seek ways to minimize delays in its own 
operations, including changes in station practices to mini- 
mize station stand time, and improved baggage handling 
procedures to reduce delays en route. 


Responsibility for Delays 


2003 
NOTRE LS EAS EEE CR CD 
VIA 20% 
CN 61% 
Other Railways 6% 
Third parties 13% 


However the majority of train delays were caused by CN 
(61 per cent), with other railways and third parties 
accounting for another 19 per cent of delays. The significant 
volume of CN-related delays is due largely to major 
increases in CN’s freight rail business, which has consumed 
a much larger portion of the capacity on infrastructure 
owned by the railway. 


Along with increased freight traffic, changes in the nature 
of CN’s freight operations have also affected VIA'S trains. 
CN is operating much longer, slower freight trains, which 
often exceed the capacity of sidings, forcing passenger 
trains to slow down more frequently, - and causing 
increased wear on the infrastructure. This in turn has 
increased the need for CN to conduct track maintenance 
operations, again delaying passenger trains. In addition, 
the longer freight trains have experienced more frequent 
mechanical problems and breakdowns, including broken 
drawbars and couplings. Each one of these breakdowns 
causes delays for VIA, and VIA's passengers. 


VIA works closely with CN to identify and, to the best of 
its ability, resolve problems that cause passenger service 
delays. However, like any business, CN must respond to 
its own opportunities for growth, and make operating 
decisions based on the need to manage its core business 
efficiently. Despite the best efforts of both CN and VIA, it 
is becoming clear that the current approach is reaching 
the limits of its potential to resolve the operating challenges 
VIA is facing. On critical portions of the infrastructure 
— particularly in the busy Quebec City - Toronto Corridor — 
the only long-term solution is to address the infrastructure 
capacity issue directly, and to separate passenger and 
freight rail operations wherever possible. 


Capital Expenditures 

Capital expenditures were $77.4 million in 2003, $24.5 
million below the approved Capital funding of $101.9 million. 
In 2003, almost 84 per cent of capital expenditures were 
related to equipment projects. For example, the Renaissance 
car project represented an investment of $54.0 million 
dollars and accounted for 7O per cent of 2003 capital 
expenditures. Other significant equipment expenditures 
included the Waste Management (long-haul cars) project 
that required an investment of $8.4 million in 2003. 


Capital Expenditures 
(IN MILLIONS OF DOLLARS) 
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Station upgrading projects accounted for another $4.7 
million of the 2003 Capital expenditures and involved 
projects such as the Toronto Union Station and Halifax 
Station renovations. Investments relating to Information 
Systems totaled $6.1 million in 2003 and involved projects 
such as the Telephone Sales Office (TSO) technology 
upgrade, the self-serve ticketing kiosks and the Internet 
booking engine. 


Nature of 2003 Capital Expenditures 
(IN MILLIONS) 


$4.7 
Station upgrades 6% 


$6.1 
Information systems 8% 


$8.4 
Waste Management 11% 


$54.0 
Renaissance cars 70% 


Outlook for 2004 

VIA’s ridership and revenues had already started to 
recover during the last quarter of 2003 as volumes and 
revenues in the Quebec City - Windsor Corridor showed 
an increase. Services in Eastern and Western Canada, 
however, remained weak. 


The Conference Board of Canada forecasts that domestic 
travel will increase at an annual rate of 2.5 per cent in the 
first quarter of 2004, and 8.5 per cent in the second 
quarter. US travel to Canada is expected to decline a 
further 1.5 per cent in the first quarter, but should begin 
to recover in the second quarter with a growth rate of 
nine per cent. Travel from Europe and Asia is expected to 
increase by three per cent in the first quarter, with 
stronger gains in the second quarter — 8.5 per cent for 
Europe, and 12 per cent for Asia. Travel growth from 
Japan, in particular, is expected to be strong. 


As markets continue to recover from the shocks of 2003, 
VIA is determined to strive for above average performance, 
continuing to increase market share for passenger rail 
where possible, and improve operating performance 
significantly in the coming year. 
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$1.8 
Maintenance projects 2% 


$1.3 
LRC coach interiors 2% 


$1.1 
Other 1% 


In order to return revenues to the upward trend established 
over the past decade, and minimizing costs, VIA will: 


— Continue to implement rigorous cost controls to eliminate 
unnecessary costs, without jeopardizing services. 


— Continue to introduce promotional discounts to increase 
the visibility of passenger rail as an attractive option in 
the marketplace. 


— Continue to market promotional initiatives aggressively 
to attract new customers, confident in VIA’s ability to 
retain these customers. 


— Improve and enhance service delivery to capitalize on 
its competitive edge over other modes of transportation. 


— Implement all possible measures to improve on-time 
performance. 


However, any optimism for the coming year must be 
tempered by grave concerns about limited infrastructure 
capacity, and the impact this is having on on-time 
performance. Many of the infrastructure and capacity 
problems experienced in 2003 will continue, and increase, 
if they are not addressed quickly. 


VIA is working closely with the freight railways and the 
federal government to examine options for resolving 
these issues. VIA is confident that viable options will be 
identified which, if implemented, would allow the Corpo- 
ration to continue increasing revenues, thereby ensuring 
that the national passenger rail service will grow to meet 
Canada's transportation needs in the years ahead. 
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Management’s 
Responsibility Statement 


Year ended December 31, 2003 


Management of the Corporation is responsible for the preparation and integrity of 
the financial statements contained in the Annual Report. These statements have been 
prepared in accordance with Canadian generally accepted accounting principles and 
necessarily include certain amounts that are based on management's best estimates 
and judgement. Financial information contained throughout the Annual Report is 
consistent with that in the financial statements. Management considers that the 
statements present fairly the financial position of the Corporation, the results of its 
operations and its cash flows. 


To fulfill its responsibility, the Corporation maintains systems of internal controls, policies 
and procedures to ensure the reliability of financial information and the safeguarding 
of assets. The internal control systems are subject to periodic reviews by Samson 
Bélair/Deloitte & Touche, general partnership, as internal auditors. The external auditors, 
the Auditor General of Canada and Ernst & Young LLP, have audited the Corporation’s 
financial statements for the year ended December 31, 2003, and their report indicates 
the scope of their audit and their opinion on the financial statements. 


The Audit and Finance Committee of the Board of Directors, consisting primarily of 
independent Directors, meets periodically with the internal and external auditors and 
with management, to review the scope of their audits and to assess reports on audit 
work performed. The financial statements have been reviewed and approved by the 
Board of Directors on the recommendation of the Audit and Finance Committee. 


DE Les Pt 


Marc LeFrançois J.R. Paquette 
President and Chief Executive Officer Chief Financial Officer 


Montreal, Canada 
February 4, 2004 
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Auditors’ Report 


To the Minister of Transport 


We have audited the balance sheet of VIA Rail Canada Inc. as at December 31, 2003 
and the statements of operations and retained earnings and cash flows for the year 
then ended. These financial statements are the responsibility of the Corporation’s 
management. Our responsibility is to express an opinion on these financial statements 
based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 


In Our opinion, these financial statements present fairly, in all material respects, the 
financial position of the Corporation as at December 31, 2003 and the results of its 
operations and its cash flows for the year then ended in accordance with Canadian 
generally accepted accounting principles. As required by the Financial Administration 
Act, we report that, in our opinion, these principles have been applied on a basis 
consistent with that of the preceding year. 


Further, in our opinion, the transactions of the Corporation that have come to our notice 
during our audit of the financial statements have, in all significant respects, been in 
accordance with Part X of the Financial Administration Act and regulations, the Canada 
Business Corporations Act and the articles and the by-laws of the Corporation. 


Gee here LP SH LE 


Ernst & Young LLP Sheila Fraser, FCA 
Chartered Accountants Auditor General of Canada 


Montreal, Canada 
February 4, 2004 
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Financial Statements 


As at December 31 


Balance Sheet 


(IN THOUSANDS) 


Current Assets 


Cash and cash equivalents $ 2,552 $ 5,403 
Accounts receivable, trade 4,715 | 8,702 
Accounts receivable, other 2,411 2,609 
Receivable from the Government of Canada 1,485 | 21,990 
Materials 16,012 | 14,617 
271750 EU 
Long-term Assets | 
Property, plant and equipment (Note 3) 651,774 627,070 
Asset renewal fund (Note 4) 104,679 | 93,888 
Accrued benefit asset (Note 5) 117,282 10162 1 | 
Other 5,518 6,284 
‘a 879,253 838,863 
$ 906,428 $ 892,184 
Current Liabilities 
Accounts payable and accrued liabilities $ 74,780 Gun CYA 75272 
Deferred revenues 7,069 TAs 
81,849 101,837 
Long-term Liabilities | 
Accrued benefit liability (Note 5) 17,702 16,5924 
Future income taxes (Note 6) 25,321 222728 
Other 3,788 AE 
46,811. __ 41829. 
Deferred Capital Funding (Note 7) 674,864 644,755 | 
Shareholder's Equity | 
Share capital (Note 8) 9,300 9,300 
Contributed surplus 4,963 4,963 
Retained earnings : 88,641 | 89,500 | 
102,904 103,763 | 
$ 906,428 $ 892,184 | 


COMMITMENTS AND CONTINGENCIES (Notes 9 and 13) 
SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 


On behalf of the Board, 


AM Hu) 


Marlene McGraw, CA 
Director and Chairman of 
the Audit and Finance Committee 
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Teens Lia, 


Jean Pelletier 
Director and Chairman of 


the Board 
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Financial Statements 
Year ended December 31 


Statement of Operations and 
Retained Earnings 


(IN THOUSANDS) 2003 oe eee 
Revenues 
Passenger $ 231,379 $ 253,929 
Other 18,966 16,860 
250,345 27089 
Expenses 
Compensation and benefits 197,268 193,447 
Train operations and fuel 91,856 94,075 
Stations and property 28,089 28,499 
Maintenance material 27-017 25,834 
Marketing and sales 27,709 PANS 
On-train product costs 167275 IAE 
Operating taxes 13720 Wi /S7 
Employee future benefits (Note 5) (1,865) (22,746) 
Amortization and losses on write-down and 
disposal of property, plant and equipment 52,048 47,007 
Other 26,788 | Al | 2 
478,905 443,548 
Operating loss before funding from the 
Government of Canada and income taxes 228,560 11227259 
Operating funding from the Government of Canada EAU 15S 682 
Amortization of deferred capital funding (Note 7) DD PAT 72 ANS SS 
Income before income taxes 4,827 26,498 
Income tax expense (Note 6) 1,589 1,508 
Future income taxes (Note 6) 4,097 9,487 
Net (loss) income for the year (859) 15,503 
Retained earnings, beginning of year 89,500 VSS: 
Retained earnings, end of year $ 88,641 $ 89;500 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
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Financial Statements 
Year ended December 31 


Statement of Cash Flows 


(IN THOUSANDS) 2003 2002 | 
Te 
Operating Activities | 
Net (loss) income for the year $ (859) $ 15,503 | 
Non-cash items relating to operations: 
Amortization of property, plant and equipment 52,285 46,923 | 
Losses on write-down and disposal of property, plant and equipment TU AED 
Gain on disposal of asset renewal fund investments (427) — 
Amortization of premium and discount on purchase of 169 IWS 
bonds in the asset renewal fund | 
Amortization of investment tax credits (348) (348) 
Amortization of deferred capital funding (527272) GASS7/5)\ 
Future income taxes 4,097 | 9,48 7 
Write-down of the investments in the asset renewal fund =?) 5,740 | 
Change in non-cash working capital related to operations (12,005) | 2,598 
Change in other long-term assets 766 | ZA 7)| 
Change in accrued benefit asset (5,661) (25,396) | 
Change in accrued benefit liability sce) 534 | 
Change in other long-term liabilities (77) (91)| 
=o Srey a Wee) 
| | 
Financing Activities | | 
Capital funding from the Government of Canada 82,381 105577 | 
Change in capital funding receivable from the Government of Canada 15:3.12 MO2| 3)| 
: | 97,693 | 93,164. 
Investing Activities 
Acquisition of investments in the asset renewal fund (13,333) CIS 958) 
Proceeds from sale and maturity of investments | | 
in the asset renewal fund 2,800 | 5,09) 
Acquisition of property, plant and equipment (77,381) (98,377)| 
Proceeds from disposal of property, plant and equipment 281 es eos 
(87,633); | (106.842) 
| 
Cash and Cash Equivalents | 
Decrease during the year (2,851) (6,115)) 
Balance, beginning of year 7 5,403 7 il 1518 | 
Balance, end of year $ 2,552 | $ 5,403 | 
Represented by: 
Cash and outstanding cheques (3,548) 469 | 
Short-term investments, 2.74%, maturing 
in January 2004 (2002: 2.76%) eee a ee 6,100 : 4,934 
BS PAZ $ 5,403 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 


VIA RAIL CANADA 2003 
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Notes to Financial Statements 


As at December 31, 2003 


1. Authority and Objectives 


VIA Rail Canada Inc. is a Crown corporation named in Part | of Schedule Ill to the Financial 
Administration Act. It was incorporated in 1977, under the Canada Business Corporations Act. The 
Corporation's vision is to be the Canadian leader in service excellence in passenger transportation with 
a mission to work together to consistently deliver safe, efficient and environmentally-responsible services 
for travellers in Canada. The Corporation uses the roadway infrastructure of other railway companies 
and relies on them to control train operations. 


The Corporation is not an agent of Her Majesty and is subject to income taxes. 


2. Accounting Policies 


These financial statements have been prepared by management in accordance with Canadian generally 
accepted accounting principles. The significant accounting policies followed by the Corporation are 
Summarized as follows: 


A) Funding from the Government of Canada 

Operating funding, which pertains to services, activities and other undertakings of the Corporation for 
the management and operation of railway passenger services in Canada, is recorded as a reduction of 
the operating loss. The amounts are determined on the basis of operating expenses less commercial 
revenues excluding employee future benefits and non-cash transactions relating to property, plant and 
equipment and future income taxes, and are based on the operating budget approved by the 
Government of Canada for each year. 


Funding for depreciable property, plant and equipment is recorded as deferred capital funding on the 
Balance Sheet and is amortized on the same basis and over the same periods as the related property, 
plant and equipment. Upon disposition of the funded depreciable property, plant and equipment, the 
Corporation recognizes into income all remaining deferred capital funding related to the property, plant 
and equipment. Funding for non-depreciable property, plant and equipment is recorded as contributed 
surplus. 


B) Cash Equivalents 
Cash equivalents include highly liquid investments purchased three months or less from maturity and 
are carried at lower of cost or market value. 


C) Asset Renewal Fund 


Short-term investments are carried at the lower of cost or market value, determined on an aggregate 
basis. 


Investments in the asset renewal fund are carried at cost. The carrying value of each of these investments 
is assessed periodically to determine if there has been an other than temporary decline in value. 
A charge to income is recorded during the period in which such a decline in value is determined. 


D) Revenue Recognition 


Revenues earned from passenger transportation are recorded as services are rendered. Amounts 
received for train travel not yet rendered are included in current liabilities as deferred revenues. 


E) Foreign Currency Translation 


Accounts in foreign currencies are translated using the temporal method. Under this method, monetary 
Balance Sheet items are translated at the exchange rates in effect at year-end. Gains and losses resulting 


from the changes in exchange rates are reflected in the Statement of Operations and Retained 
Earnings. 


Non-monetary Balance Sheet items as well as foreign currency revenues and expenses are translated 
at the exchange rate in effect on the dates of the related transactions. 


F) Materials 


Materials, which are valued at the lower of weighted average cost and replacement cost, consist primarily 
of items used for the maintenance of rolling stock. An allowance for obsolescence is provided for materials. 
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Notes to Financial Statements 


As at December 31, 2003 


VIA RAIL CANADA 2003 


2. Accounting Policies (cont'd) 


G) Property, Plant and Equipment 

Property, plant and equipment acquired from Canadian National Railway and Canadian Pacific Limited 
at the start of operations in 1978 were recorded at the net transfer values while subsequent acquisitions, 
including those acquired under capital leases, are recorded at cost. 


The costs of refurbishing and rebuilding rolling stock and costs associated with other upgrading of 
property, plant and equipment are capitalized if they are incurred to improve the service value or extend 
the useful lives of the property, plant and equipment concerned; otherwise, such costs are expensed as 
incurred. 


Retired property, plant and equipment are written down to their net realizable value. 
Amortization of property, plant and equipment is calculated on a straight-line basis at rates sufficient 


to amortize the cost of property, plant and equipment, less their residual value, over their estimated 
useful lives, as follows: 


Rolling stock 12 to 30 years 
Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 40 years 
Leasehold improvements 3 to 20 years 
Machinery and Equipment 4 to 15 years 
Information systems 3 to 7 years 
Other property, plant and equipment _ 3 to 10 years 


No amortization is provided for projects in progress and retired property, plant and equipment. 


H) Income Taxes 
The Corporation follows the liability method of accounting for income taxes. 


Under this method, the net change in the future income tax assets and liabilities is included in income. 
Future income tax assets and liabilities are measured using substantively enacted tax rates expected to 
apply to taxable income in the years in which temporary differences are expected to reverse. 


1) Investment Tax Credits 

Investment tax credits are amortized over the estimated useful lives of the related property, plant 
and equipment. The amortization of deferred investment tax credits is recorded as a reduction of the 
amortization of property, plant and equipment. These credits are included in other long-term liabilities. 


J) Employee Future Benefits 
The Corporation accrues obligations under its employee future benefit plans. 


The cost of pension and other employee future benefits earned by employees is actuarially determined 
using the projected benefit method prorated on service and management's best estimate of expected plan 
investment performance, salary escalation, retirement ages of employees and expected health care costs. 


Amortization of past service costs and transition assets and liabilities is calculated on a straight-line 
basis over the expected average remaining service lives of the active employee groups. 


For the purpose of calculating the expected return on plan assets, those assets are valued at fair value. 


The excess of the accumulated net actuarial gain or loss over 10% of the greater of the accumulated 
benefit obligation and the fair value of plan assets is amortized over the average remaining service lives 
of active employees which is, in most cases, estimated to be 12 years. 


K) VIA Préférence Program 
The incremental costs of providing travel awards under the Corporation’s V/A Préférence frequent 
traveller reward program are accrued as the entitlements to such awards are earned and are included 


in accounts payable and accrued liabilities. 
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Notes to Financial Statements 
As at December 31, 2003 


2. Accounting Policies (cont’d) 


L) Derivative Financial Instruments 
Derivative financial instruments are utilized by the Corporation in the management of its exposure to 


changes in fuel prices. The Corporation does not enter into derivative financial instruments for trading 
or speculative purposes. 


The Corporation formally documents all relationships between hedging instruments and hedged items, 
as well as its risk management objectives and strategy for undertaking various hedge transactions. This 
process includes linking all derivatives, comprised of fuel swap agreements, to forecasted diesel fuel 
purchases. The efficiency of the hedge is periodically reviewed. 


Fuel swap agreements require periodic cash settlement of an amount calculated by applying a rate or 
price to a notional amount. Gains and losses on fuel swaps used to hedge anticipated diesel purchases 
are recognized as an adjustment of fuel expense when the fuel purchases are recorded. 


M) Measurement Uncertainty 

The preparation of financial statements in accordance with Canadian generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts 
of assets and liabilities as well as revenues and expenses and the disclosure of contingent assets and 
liabilities. Actual results could differ from these estimates and such differences could be material. 


3. Property, Plant and Equipment 


(IN MILLIONS OF DOLLARS) 2003 2002 
Accumulated Accumulated 
= : Cost _ Amortization Net Cost Amortization Net 
Land 5.0 — 5.0 5.0 — 50 
Rolling stock 673.7 343.4 330.3 1A SE, | SO 1.2 
Maintenance buildings 178.0 107.9 TKO GuG 100.8 60.8 
Stations and Facilities 43.3 222. 2 ileal a, 2010 DE 2 
nfrastructure improvements 130.8 43.0 87.8 126.5 39.6 86.9 
Leasehold improvements 107.7 WU That 305 |O'5,2 121 BS. | 
Machinery and Equipment SHU) 26.4 525 Si DES 5e 
nformation systems 36.6 32.4 4.2 68.6 64.7 9) 
Other property, plant and equipment | 19.9 19.0 0.9 NSE 169 0.8 
1,226.9 GES SSS A1 eyo 65455 520.7 
Projects in progress 93.0 86.8 
Retired property, plant and equipment 

(at net realizable value) 7 3.4 19.6 
651.8 G27, || 


Projects IN progress as at December 31, 2003, primarily consist of rolling stock for $76.9 million 
(2002: $71.3 million) and improvements to infrastructure and stations for $7.6 million (2002: $11.2 million). 
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Notes to Financial Statements 


As at December 31, 2003 


VIA RAIL CANADA 2003 


4. Asset Renewal Fund 
The Corporation has been authorized by the Treasury Board of the Government of Canada to segregate 
proceeds from the sale or lease of surplus assets as well as up to $5 million of annual funding approved 


but not expended during the fiscal year to 2006. 


The asset renewal fund includes the following investment instruments: 


(IN MILLIONS OF DOLLARS) 2003 2002 
SS Sa GS TN I PE GR DE TIN EES EES SOOO EEN | OPENCV ESET (EN MORTE UT SSS 
Cost | Market Value Cost | Market Value 

Government of Canada bonds 19.4 24.2 19.6 DES 
Other Canadian bonds and debentures 16.1 1725 11524) 16.6 
Pooled equity unit trust 54.8 59.6 5 110 AUS) 
Cash and short-term investments 14.4 14.4 729 TON 

104.7 115.7 93.9 93.7 


The Treasury Board has approved an amount of $39.5 million (2002: $39.5 million) to fund prior years’ 
operating deficits and certain property, plant and equipment while the balance of the asset renewal fund 
of $65.2 million (2002: $54.4 million) represents the funds that are retained for future investments in 
property, plant and equipment. 


The weighted average effective rate of return on bonds and debentures as well as short-term investments 
for 2003 was 518% (2002: 5.61%) and the weighted average term to maturity as at December 31, 2003 
is 9 years (2002: 11 years). 


The fair value of bonds, pooled equity unit trust and short-term investments approximates their market 
value based on the current bid price at the Balance Sheet date. 


The Corporation is subject to credit risk from its holdings of the asset renewal fund. The Corporation 
minimizes its credit risks by adhering to the Minister of Finance of Canada Financial Risk Management 
Guidelines for Crown Corporations and the Corporate Investment Policy and by investing in high quality 
financial instruments. 
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Notes to Financial Statements 
As at December 31, 2003 


5. Employee Future Benefits 


The Corporation provides defined benefit pension plans, post retirement and post-employment benefits 


to all its permanent employees. 


included in other benefit plans are expenses incurred by the Corporation relating to workers’ compensation, 


post-retirement and post-employment benefits, and network restructuring charges. 


The latest actuarial valuations of the pension plans were carried out as at December 31, 2001 by external 
actuaries who are members of the Canadian Institute of Actuaries. 


Based on these actuarial valuations and projections to December 31, 2003, the summary of the principal 


valuation results, in aggregate, is as follows: 


(IN MILLIONS OF DOLLARS) 


Pension Plans 


Other Benefit Plans 


Current service cost 


Interest cost 
Benefits paid 


Benefits paid” 


2003 2002 2003 2002 
A) Change in Benefit Obligation 
Accrued benefit obligation at beginning of year 1,192.0 1OS4S 27.9 Dit As 
14.0 GZ 4.0 Be 
Employee contributions 102 9.1 _ = 
76.6 VAT 1.8 1.9 
(66.9) (GA) (5.0) (4.9) 
Actuarial (gain) loss | | 34.7 ENE 0.8 (OS) 
Accrued benefit obligation at end of year 1,260.6 11920 29.5 279 
B) Change in Plan Assets 
Market value of plan assets at beginning of year 1210728 SOS) 7/ — = 
Actual return on plan assets 2081 CS sn) — = 
Employer contributions 0.9 1.3 5.0 49 
Employee contributions 1072 9.1 — = 
ee 7 (66.9) (GNZD (5.0) (4.9) 
Market value of plan assets at end of year 1,370.1 2108 — = 
C) Accrued Benefit (Asset) Liability 
Accrued benefit obligation 1,260.6 119270 29.5 27.9 
Market value of plan assets _ | | 1,370.1 124768 = = 
Funded status — plan (surplus) deficit (109.5) C58) 29.5 DAS 
Unamortized net actuarial losses (31972) (429.3) QI25) (O.8) 
Unamortized past service costs (4.0) (4.4) (0.5) (0.5) 
Unamortized transitional asset (obligation) 315.4 347.9 C1157) (14.2) 
ae 2. <2 (117.3) CA te) 15.8 (24 
Network restructuring long term liability — — 1.9 4.0 
Accrued benefit (asset) liability at end of year GAZE3) Cil 1 146) U747/ 16.4 
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Notes to Financial Statements 
As at December 31, 2003 


VIA RAIL CANADA 2003 


5. Employee Future Benefits (cont'd) 


CIN MILLIONS OF DOLLARS) 
RS ERE SIS TE AR TST EG RE DLE ILI IE REN, 


Pension Plans 
EASES LE EE 


Other Benefit Plans 
EE I LES 


2003 2002 2003 2002 
Pension and Other Benefit Plans 
Accrued benefit (asset) liability at beginning of year QINMMEG) (86.2) 1224 9.0 
Current service cost 14.0 ies 4.0 3.8. 
Interest cost 76.6 VAT 1.8 1.9 
Expected return on plan assets (88.8) (95.6) _ — 
Amortization of transitional (asset) obligation (32.5) (6225) 2.5 235 
Amortization of past service costs 0.4 0.4 — — 
Amortization of net actuarial loss 2575 1597 0.1 O.1 
Benefits paid and expensed by the employers (0:9) sa) UCI) _ (5.0) (4.9) 
Net employee future benefits (income) expense (5.7) (25.4) 3.4 SA 
CES) CM) 15.8 12.4 
Network restructuring long term liability _ — 1.9 4.0 
Accrued benefit (asset) liability at end of year C/G) QIMMIÈS) 1727 16.4 


The employee future benefits expense in the Statement of Operations and Retained Earnings includes 
the pension plans net income, the other benefit plans net expense as well as the adjustment of the network 
restructuring accrual of $0.4 million (2002: $(0.7) million). 


Pension Plans 
SERRES IE TES IO EEE RER 


Other Benefit Plans 
GRRE POE Re PENSE ENCRES) 


2003 2002 2003 2002 
Weighted-average Assumptions 
Discount rate 6.0 % 6.5 % 6.0 % 6.5 % 
Expected long-term rate of return on plan assets Teper VE US — — 
Rate of compensation increase 3.0 % 3.5 % 3.0% HEC 
Health care inflation — Select n/a n/a 5.9 % 6.5% 
Health care inflation — Ultimate n/a n/a 35) VG Se Se 


6. Income Taxes 


The income tax expense is represented by the large corporation tax of $1.6 million (2002: $1.5 million). 


The future income tax liabilities result from temporary differences relating to the accrued benefit asset 
less the tax benefits relating to losses carryforwards, contingencies, write-down of the investments in 
the asset renewal fund, the accrued benefit liability, other long-term liabilities and property, plant and 


equipment net of the valuation allowance. 
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Notes to Financial Statements 
As at December 31, 2003 


7. Deferred Capital Funding 


(IN MILLIONS OF DOLLARS) 2003 2002 
SR A EE PSS PERD DS RE A EE Sa ER EEE TE | EOE 
Balance, beginning of year 644.8 587.0 
Government funding for depreciable property, 

plant and equipment 82.4 (O54 
Amortization of deferred capital funding (5273) (45.6) 
Balance, end of year 674.9 644.8 
CR RSR PR EEE eee 


8. Share Capital 


The authorized share capital of the Corporation is comprised of an unlimited number of common shares 
with no par value. As at December 31, 2003 and 2002, 93,000 shares at $100 per share are issued and 
fully paid. 


9. Commitments 


A) The future minimum payments relating to operating leases mainly for real estate and computer equipment 
are as follows: 


(IN MILLIONS OF DOLLARS) 
LETTRES LEE ST RE A LA RE DE SE PE CR RCE MS | CRS CRIE SE GRISES MERE IE SS ED 
2004 8.8 
2005 8.8 
2006 9.0 
2007 9.1 
2008 8.1 
Subsequent years proportionately to 2049 120.1 
163.9 


B) As at December 31, 2003, the Corporation has outstanding purchase commitments amounting to 
$11.6 million consisting mainly of the completion of rolling stock projects. 


C) The Corporation has entered into train service agreements for the use of tracks and control of train 
operations expiring on December 31, 2008. 


D) The Corporation has issued letters of credit totalling approximately $20.1 million (2002: $21.7 million) 
to various provincial government workers’ compensation boards as security for future payment streams. 


10. Derivative Financial Instruments 


The Corporation has hedged 57.3% of the estimated 2004 fuel consumption and 271% of the estimated 
2005 fuel consumption. This represents 15.8 million U.S. gallons at an average price of $0.67 U.S. per U.S. 
gallon. Unrealized gains from the Corporation's fuel hedging activities were $2.4 million as at December 
31, 2003 (2002: unrealized gains of $1.2 million). 


The Corporation is exposed to credit risk in the event of non-performance by the counterparty to its 


derivative financial instruments but does not expect such non-performance as the counterparty is of 
high credit quality. 
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Notes to Financial Statements 
As at December 31, 2003 


VIA RAIL CANADA 2003 


11. Fair Value of Financial Instruments 


The estimated fair value of the recognized financial instruments, except for the asset renewal fund, 
approximates their carrying value due to their current nature. 


12. Related Party Transactions 


The Corporation is related in terms of common ownership to all Government of Canada created departments 
and agencies. The Corporation enters into transactions with these entities in the normal course of business 
on trade terms applicable to all individuals and enterprises and these transactions are recorded at 
exchange value. 


13. Contingencies 


A) The Canadian Transportation Agency (CTA) rendered a decision in October 2003 against VIA Rail 
in favour of the Council for Canadians with Disabilities. VIA was directed to re-design and re-construct 
its Renaissance rail cars to remove certain undue obstacles to persons with disabilities. 


In December 2003 VIA sought and obtained a stay of that decision from the Federal Court of Appeal. 
The application for leave to appeal is pending. 


If the CTA decision is upheld the cost of modifying the Renaissance cars would be significant. Management 
is of the opinion that this could cost between $50 million and $100 million an amount that would exceed 
funding approved by the Government of Canada for the Renaissance project. No provision has been 
made in the financial statements for the CTA decision. 


B) VIA began a restructuring of its labour force in 1997 which resulted in the elimination of a number 
of positions. The changes became the subject of various Canadian Industrial Relations Board (CIRB) 
decisions, mediations and arbitrations. 


In May 2003 the CIRB rendered a decision directing VIA to pay back wages under certain circumstances 
to former conductors. Then in August 2003 VIA sought and obtained a stay of the decision from the 
Federal Court of Appeal. 


The costs to VIA, if any, could not be reasonably determined. Management is of the opinion that there 
is a strong likelihood of success in its application for judicial review, consequently no provision has been 
made in the financial statements. 


C) The Corporation is subject to claims and legal proceedings brought against it in the normal course 
of business. Such matters are subject to many uncertainties. Management believes that adequate provisions 
have been made in the accounts where required and the ultimate resolution of such contingencies are 
not expected to have a material adverse effect on the financial position of the Corporation. 


14. Reclassification 


The comparative financial statements have been reclassified from the statements previously presented 
to conform to the presentation of the 2003 financial statements. 
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